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PREFACE 


THE warm feception which the first three editions of this 
book met with at the hands of students and the general public 
all over the country, testified to its having satisfied a real want, 
and the author felt encouraged to bring out a fourth edition in 
an enlarged end thoroughly improved form. This opportunity 
has been fully availed of to give effect to many of the friendly 
suggestions which had been received. The text has been revised 
throughout, and considerable additions have been made to it in 
several places. The effects of the war and the depression suc¬ 
ceeding it, upon capital, labour, finance, currency, exchange, 
banking, prices and consumption, have been of a far-reaching 
character, and they have been appropriately indicated. And 
the problems of food supply, poverty, Imperial preference, rail¬ 
way management and finance, trade unionism, international 
labour organization, recurring deficits, public debt, provincial 
finance, foreign exchanges, increased taxation <Scc. have been 
exhaustively dealt with. The latest facts and statistics have 
been given everywhere; and no pains have been spared to bring 
the book up to date and to render it helpful to different classes 
of readers. The tables, charts and diagrams introduced for the 
purpose of effective illustration, will not fail to add to the 
utility of the volume. The bulk of the book has increased a 
great deal as a result. 


Fergusson College, 
Poona. 

30th October, 1922. 




V. G. Kale. 




INTRODUCTION 


By some ‘ Indian Economics’ is regarded as a meaning* 
less and an awkward term. The contention that unless you 
can construct an altogether new economio soienoe out of Indian 
social phenomena, you oan not label Economics as ‘ Indian' 
solely on the ground that you are dealing with Indian economic 
conditions, is full of force and deserves respeotful considera¬ 
tion. But a moment’s reflection will show tbat the objection 
is merely a fight about words. The term ’ Indian Eoonomios ’ 
enjoys the advantage of having had a long vogue and concisely 
expresses the meaning it is intended to convey, viz. its being a 
special study of Indian economio conditions, conducted with 
a view to discover the working of economic laws and to indicate 
efficient and benefioial methods of economic progress. Thus 
understood, Indian Eoonomios has its place well defined and 
secure and there ought to be no ground for dispute, at least among 
economists, as to its soope, purpose and nomenclature, at least 
until another and a better term is suggested. Political Economy 
and Eoonomios and several terms used in the exposition of the 
soienoe, are themselves not free from objection, and there is 
absolutely no harm in using the well-defined and well-under¬ 
stood term ’Indian Eoonomios.’ An exposition of economic 
conditions prevailing in England and a study of eoonomic 
problems peouliar to that country, have been thus characterised 
as ’ English Eoonomios; ’ and there is no reason why any one 
should boggle at ’ Indian ’ Eoonomios. 

With regard to the study of Economics in this country 
it is stated that the usual teaohing of the eubjeot in our 
Colleges is based upon western conditions and experiences and 
that it is not properly correlated to Indian social phenomena. 
Wherever this complaint may be well-founded, it is obviously 
the fault of the teacher who must illustrate principles by 
referring to indigenous conditions and evolve oonolusions from 
them. Bight educational methods require that in order that 
the study of Economics may prove stimulating and fruitful, it 
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should be intimately associated with the surroundings and the 
observations of the learner. To a oertain extent it is true that 
the average University student does not feel disposed to travel 
beyond his text books and to observe and analyse things for 
himself. The educational system in which he is brought up, 
is mainly responsible for this. But if the interest of students 
in their surroundings is roused by methods of teaching whioh 
stimulate observation and provoke reflection, they are found 
to go wide and deep into their work and to realise that examina- 
tion is only a by-produot and not the chief aim of their activi¬ 
ties. Economics must not, therefore, be taught and studied apart 
from iooal and national conditions as if it was a foreign science 
without much relation to Indian life except in its aspects of 
modern industries, foreign trade exchanges and ourrency. 

Economic phenomena like trusts, competition, socialism, 
Malthusianism, speculation and the like, may appear strange 
in India; and Indian students may find it difficult to understand 
them second hand. But we do not refrain from teaching the Bri¬ 
tish or the American constitution to our students on similar 
grounds. The above phenomena have, besides, actually appeared 
in India ; and their study has a speoial interest and value at the 
present stage of the country's development. Nothing can, how¬ 
ever, render superfluous a specialized and intensive study of In¬ 
dian economic conditions and problems, and our University hae 
done wisely in including ‘ Indian Economics’ in its ourrioula 
for the B. A. and M. A. examinations. The economio evolution 
of the Indian communities under the stress of modern develop¬ 
ments and the urgent requirements of progress, demand earnest, 
investigation and suitable aotion; and it is necessary that the 
number of educated people who can take an intelligent interest 
in economio problems should steadily increase in India. It is 
the main object of this book to help the student to observe and 
interpret the faots and tendencies of Indian life, to assimilate 
economic principles and to apply them to his own experiences 
and observations. It is likewise designed to assist the general 
reader to seoure a working knowledge of India’s economic 
evolution, position and prospeots. The book is thus calculated 
to appeal as muoh to the large publio of intelligent and educated 
Indians, who have to take} part in and guide national affairs, 
as to University students. 
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The general order of treatment usually found in text¬ 
books on Eoonomios, has been followed with a view to conduoe 
to the convenienoe of the student, but in doing so, oare has 
been taken to bring into prominence chief among the peculiar 
economic problems whioh require oareful study and demand a 
solution in this oountry. The elementary principles have 
been briefly indicated in each place, and their application to 
Indian conditions has been pointed out. The economic 
changes whioh have taken place and which are in progress, 
have been traced, and the situation in India is compared with 
the development and position in Western countries. The 
economic evolution which has been going on slowly, and at 
times, imperceptibly, is indicated and the basic ideas under¬ 
lying institutions and activities are pointed out. Very few 
people in India realize the nature and working of even the 
simple laws whioh govern the production, exchange, distribu¬ 
tion and consumption of wealth or are acquainted with the 
modern machinery of trade, currenoy, credit and finance. 
This ignorance lands people into curious mistakes when they 
try to tackle economio problems; and well-directed attempts 
at the promotion of progress, are rendered difficult. Equally 
dangerous is the easy optimism of those who are led away by 
appearances and draw comforting conclusions both from the 
contrasts and the analogies presented by Indian conditions 
when compared with those prevalent elsewhere. This book, it 
is hoped, will supply a corrective to both these tendencies, and 
will afford a true insight into the economio situation of India. 

The author has freely stated his own views on each 
question—this was inevitable and even necessary—and has also 
given reasons why he holds them. He has taken every care, 
however, to plaoe the pros and cons in eaoh case before the 
reader so as to stimulate thought and rouse a spirit of enquiry, 
and to help him to form an opinion for himself. The reader is 
referred, in eaoh ohapter, to the literature he may consult if 
he wishes to prosecute his studies further, and the student will 
find the references helpful in acquiring a more intimate 
acquaintance with the subjeots of study. Only very recently 
has the importance of economio studies come to be appreciated,, 
and the provision made for them is yet far from adequate. The 
text-books are very few and the information pertaining to 
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-different subjects is scattered through a large number of blue 
books, reports, monographs &o. The methods of teaching 
require considerable improvment, investigation and study have 
'to be directed along right lines and the equipment essential for 
the attainment of this object has to be amplified* The purpose 
of writing this book will be fully served if it succeeds, in a 
measure, in diffusing enlightenment, exciting a desire to know 
more and in creating a taste for investigation and independent 
thinking. 
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National Economics. 


REFERENCES. 

Ranadb : Essays in Indian Economics ; List : the National System of 
Political Economy ; John S. Hecht : The Real Wealth of Nations ; J. Taylob 
Pbddib : A National System of Economics ; Theodore Mobison : Economic 
Transition in India and Organization of an Indian Province ; Mobeland : 
An Introduction to the Study of Economics ; Lees Smith : Studies in Indian 
Economics ; Db. Rabindranath Tagore : Nationalism ; Radhakamal 
Mukebji : Foundations of Indian Economics ; S. V. Ketkab : An Essay on 
Indian Economics ; D. E. Wacha : Four Papers on Commerce and Industry; 
H. Stanley Jbvons: Lecture on Economics in India ; N. M. Muzumdab : 
Lecture on the Study of Indian Economics ; V. G. Kale *. Indian Industrial 
and Economic Problems. 

1. Economics in India :—It is hardly possible to over 
estimate the value of a patient and systematic study of ‘Indian 
Economics;’ and the importance of the investigation of econo¬ 
mic conditions and of the application of remedies suggested by 
it for the promotion of the well-being of the mass of the Indian 
people, has been widely acknowledged. The expression * Indian 
Economics * has, however, been often misunderstood, and the 
idea of its constituting a special branch of study has been even 
ridiculed. You may as well talk, it is said, of the study of 
Indian Mathematics or Indian Chemistry or of German or 
Italian Economics as of Indian Economics t This criticism, as 
we shall show presently, is entirely based upon a misconception 
of the nature and the scope of the subject. As a matter of fact, 
a few well-known Indians have zealously devoted themselvea 
to a study ofjgndian economic problems and have evolved a cer~ 
tain distinctive line of thought as well as substantial and 
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'■definite results from tbeir investigations, though it may be an 
exaggeration to say that a distinctive 4 school * of eoonomio 
thought, as such, has been established in this country* 

L it is true that a set of earnest students have looked at the 
ore important questions relating to the eoonomio conditions 
in India from a particular point of view quite out of accord 
with the angle of vision of the authorities in this country and 
in England. And that viewpoint has not commended itself, 
here and abroad, to an influential section of business 
men, publicists and thinkers whose diagnosis of and 
remedies for the eoonomio ills of India are entirely different. 
The problems of poverty, labour, trade, land tenures, finance, 
currency, fiscal policy, caste, organization of industry, the 
nature of consumption, the direction of economic evolution and 
the attitude of the State towards industrial enterprise, are thus 
subjects on which opinion is sharply divided; and if a generali¬ 
zation may be allowed on such a subjeot, it may be observed 
that the trend of eoonomio thought in India has slowly harden¬ 
ed into an Indian * school. ’ And now there are indications 
whioh point to the gradual evolution of different and conflict¬ 
ing sohools in the near future. 

Acquaintance of eduoated Indians with the theories of 
Economics propounded in the writings of western scholars and 
their own reflection on the surrounding conditions and contem¬ 
porary events, especially in the light of the development and 
progress of occidental countries, led to studies in economic 
comparisons -and contrasts, to destructive and constructive 
critioism and to action in a limited sphere. Investigations res¬ 
tricted to particular economic problems have frequently been 
undertaken by the Indian Government and -inquiries of three 
Famine Commissions and four Currenoy Committees during the 
last generation or two are prominent illustrations. Inquiries 
and disousBions undertaken by individuals interested in the 
economic progress of the oountry on their own aooount through 
a love of the subjeot are, however, of greater importance and 
these activities are steadily increasing. What is of equally 
great value are the efforts that are being made at a synthesis 
of the investigations and at a coordination of conclusions arriv¬ 
ed at on different aspects of the economic condition of India. 
The methods and the motives of the eoonomio activities of the 
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Indian people, correlated, brought together and arranged in 
their appropiate plaoee, constitute the material of Indian 
Eoonomios, which further seeks to apply the principles of 
Economic Science to that material and points out the limta- 
tions to which the theories are subject in the working o 1 
economio laws in India. 4 

2. What is Indian Economics? Indian Economics’, 
thus understood, does not constitute a separate soienoe or a 
branch of the science of Economics. But Indian Economics may 
-well lay olaim to respeotful consideration like English Political 
Economy, for instance, as it deals with peculiar political, 
eocial, intellectual and economio conditions which constitute 
an important subject of research and study. At any rate, there 
is a general agreement that the progress of the country and the 
promotion of the welfare of its people, demand a scientific in¬ 
vestigation at the hands of those who oan devote themselves 
to an inquiry into the material condition of the various olasses 
of the community in India with a view to finding out remedies 
for its amelioration and to a systematic study of the trend of 
eoonomic activities and ideas in the oountry as a whole. This 
is aod ought to be the sense of the term ’Indian Economics’, and 
it should not be understood, as it some times is, to signify any 
fresh contribution to Eoonomic Soienoe or the formulation of 
new economio theories. 

The distinctive feature of the Indian sohool of thought 
referred to above, is its intensely patriotic conception of tbe 
country’s requirements in the sphere of material progress and tbe 
characteristically national interpretation of the faots of Indian 
life; and it was largely developed, as will be presently seen, as 
a protest against the economio polioy pursued by the rulers of 
the country with respect to its finance, trade and industries. 
The position of India as a Dependency of Great Britain entail¬ 
ed the application to its administration of economio theories 
predominant in the ruling nation. What is worse, it involved 
foreign exploitation of India’s resources and the neglect of tbe 
true interests of the people; and it also meant the adoption of 
measures whioh were hardly suited to the requirements of the 
material and moral development of the people of this Country- 
Divergent views will undoubtedly spring up 'among the 
followers of the Indian school of economio thinkers regarding 
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different economic problems as the shaping of the nation's* 
destinies passes more and more into Indian and popular hands*, 
but the national bent of thought will not fail to continue to b» 
its essential and distinguishing principle. 

Indian Economics may mean one of three things: (1) Tft may , 
first, connote a body of doctrines and views built up by Indian 
speculators and scholars in the coarse of three thousand years 
of the country's history. The ancient works on Arthashastra*. 
Varta and Niti reflect the formulation of economio doctrines 
on the basis of contemporary practice and prevailing conditions 
and the discussion, in olden times, of problems of industry* 
trade,wages, taxation etc.; and Indian Economics might be plaoed 
in the same category as Indian medicine, music and astronomy. 
But the science ceased to grow centuries ago and its exponents 
may be classed to-day with Plato and Aristotle. (2) In dian 
Economics may also mean the evolving from the peculiar con¬ 
ditions of Indian life of economic principles distinot from the 
laws of economic science acoepted by western economists of 
different sohools. ( 3 ) And lastly , it may mean the application of 
well-known economic laws to Indian conditions and the ascer¬ 
taining of their limitations, qualifications and modifications. 
We do not think it possible to evolve altogether new econo¬ 
mic theories out of Indian social and material conditions and 
oonoeptions, though (we may enrich the exposition of economio 
science by illustrations taken from the variety of Indian life 
and its interesting peculiaritieiffioomplexities and contradic¬ 
tions. Indian Economics, therefore, signifies a study of the 
^problems of material development which confront the Indian 
people in their present stage of economic evolution with the 
background of their authentic and continuous history of over 
three thousand years and with the prospect of a plunge into 
oonditions and aspirations of the civilization of the twentieth 
century. It is a statement of the eooial and material facta 
about the oomplex life of Indian people and the formulation of 
fa body of views and postulates evolved from the study of 
pbserved facts and tendencies. 

3. Peculiar Conditions:— The social, political and in* 
dustrial organization in India has its speoial features which re* 
quire careful examination and which oannot be made easily to 
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'fit in with economic ideas and doctrines which prevail at the mo¬ 
ment in Western countries. These countries themselves have 
passed through a variety of economio phases and experiences, 
and India presents economio and social phenomena which have 
appeared at different stages in the development of western 
nations. The present industrial organization of Europe and 
America oannot be said to be the final phase of their evolution 
whioh has been brought about by different geographic, climatic, 
religious and political influences. It is neither final nor, by 
any means, perfeot and sooial reconstruction of western nations 
is, to-day, a subjeot of animated controversy. 

On what lines India should or will advanoe cannot be 
definitely stated.’ There are idealists, revivalists, and reaction¬ 
aries in this country who will have nothing to do with modern 
civilization. Their views are not entirely devoid of truth ; nor 
is their preaohing without a value of its own. But the unifying 
effect of British rule in this country, the peace and orderly 
government which prevail within its borders, the Western 
education whioh its people are receiving, the close oontact into 
which this anoient land has been brought with the other 
countries of the most distant parts of the world and the hopes 
and aspirations whioh have been roused in the public mind 
about their national destiny by happenings outside and within 
its borders, and particularly by the great World War whioh 
has set afloat new conceptions of national and international 
life that are taking a firm hold of the eastern mind,—all these 
are factors whose influence on the development of India has been 


1 There are some thinkers who hold that [ndia should try to preserve 
its distinctive civilization and to maintain its old economic organization, 
its social and industrial institutions and its traditional methods of pro¬ 
duction and consumption. They do not want the introduction into this 
country of the factory system with all.the evils which are associated with it. 
There is no doubt that India must avoid these evils, and learn from the 
bitter experiences of western nations. But is it possible and desirable for 
India to do without machinery, steam and electrical power and production * 
on a large scale aud by improved methods and to stick to ancient practices, 
systems and institutions ? For the view criticised here, sec Prof. Radha- 
kamal Mukerjee’s Foundations of Indian Economics and the writings of 
Messrs. P. N, Bose 1 A. Coomaraswamy and the exponents of the Gandhi 
school of thought. This snbject will be further discussed in the next 
•^chapter. 
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and will be profound. The social institutions, the religious br¬ 
iefs and the centuries-old traditions and customs of the Indian 
people, have been and are being deeply affected by these in¬ 
fluences, the result of which is a ourious mixture of old and 
lew. Eastern and Western. Consequently, Indian eoonomta 
phenomena have become most complex, though highly interest- 
, ng, and it is difficult to say whither things are moving. It is 
the work of the economist to disentangle this mass of confused 
faots and tendencies so as clearly to visualize the whole position 
and to apply to them the laws of his science in suoh a way as 
to suggest the lines along whioh progress should beneficially' 
be direoted. 

The vastness of the Indian continent, the diversity of 
physical and climatic conditions which prevail in its different 
parts, the variety of planes of intellectual and social 
progress on whioh the several Indian peoples stand and the 
heterogeneity of ideas, usages and institutions whioh disting¬ 
uish its numerous communities, constitute the immensely con¬ 
fused though inviting material on which 'he student has to 
work, and sweeping generalizations and theories about India as 
a whole are absolutely out of the question. And it is here that 
the economic laws deduced by the exponents of economic 
, soience in the west and based upon their own limited observa¬ 
tions and experiences, go hopelessly wrong if they are applied, 
as they were once rigidly applied even in England, without the 
necessary qualification. But to our mind, the fault does not lie 
with the economic doctrines so much as with the manner in 
which they are brought into requisition. And again, it is not 
difficult to show how the sins of the Classical economists were 
magnified even with respect to their formulation of the so-called 
'natural laws. It is indeed dangerous to import into eoonomic dis¬ 
suasions in India, assumptions and conclusions whioh are true 
jf conditions in England or America. It is equally dangerous, 
lowever, to presume that the people in India, as it were, belong 
;o another planet and have little in oommon with humanity in. 
)ther parts of the world, and particularly its oivilized parts. 

At the baok of the diversity noticed above and overshadow¬ 
ing it, there has always reposed in India a unity, however, 
whioh has not escaped the attention even of the stranger. And' 
the influences whioh British rule has set at work are shaping 
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the sooial and eoonomio as well as the political destiny of the 
land in a manner the tendencies and results of whioh are dis¬ 
cernible to the oareful inquirer. In this twentieth century no 
country in the world oan remain in isolation and oan help 
being plunged into the vortex of modern material civilization ; 
and Asiatic nations will no longer be what they were in the 
last century. Outside observers who do not know the I ndian 
people intimately, therefore, feel that “there is an urgent'need 
that some one or some group of men should set about trying to 
create a distinctly Indian political eoonomy.” 1 The economic 
axioms generally aooepted by western thinkers will, it is true, 
fail in the midst of Indian institutions, ideals, motives and 
actions. Religious soruples, the system of caste, absenoe of keen 
competition, immobility and a disposition to be oontent with 
things as they are, whioh predominate among sections of the 
Indian population, impart to India’s problems of production, 
population, prices, wages, rents, profits, currency, banking,] 
standard of living and so forth, a character of their own, and it] 
is the purpose of Indian Economics to analyse the national] 
sooial phenomena, to show their mutual relations, indicate the! 
working of the economic forces and to construct a synthetic! 
organism from the materials so arranged and examined, * 

I|. Economic Policy: —Since the rise of the Historical/ 
School of Political Economy, economic laws have lost their old I 
dogmatic character, and it is now,jA§uaaljarIth.-^&S. onomist s, inI 
dealing with the problems that come within their purview, to 
make allowancs-for-dlfifeient-joircumstanoes whioh affect and 
modify the operation of the laws of their science. The axiom¬ 
atic assumptions of the older economists are no longer accept¬ 
ed as fundamental principles necessary for guidance in investi¬ 
gations and discussions, and the development of every economic 
phenomenon and institution is oarefully traced and the bsaring 
upon it of natural, political, sooial and intellectual environ- 


1 Prof. Lees Smith: ‘Studies in Indian Economics.’ He goes on to 
observe :—“The difference between the problems of England and those of 
this land must show you that there can be no greater danger than that of 
blindly following the writings of English economists. They are writings 
for a country in which the conditions are entirely different to those which 
obtain here and they have at the back of their minds problems which aro 
everything to them but which are little or nothing to you,” 
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ments is properly taken into account. The induotive method 
of inquiry, used in conjunction with the deduotive, has streng¬ 
thened the position of the eoonomio science and has rendered 
fhe role of the economist more praotioal and helpful. 

b / In eoonomio, as in political affairs, two different and con- 
ioting veins of thought are seen running along the development 
of the polioy of the State in this oountry. Imbued with ideas 
and theories imbibed in England, the Indian rulers have some¬ 
times attempted to foist upon an alien civilizatiou the systems 
accepted as oorreot and benefioial in their own oountry, and it 
is no wonder if the doctrines of the orthodox economists should 
have been applied wholesale to the conditions in India. On 
the other hand, the peculiar features of the political and social 
organization in this country have been made the ground of a 
refusal to adopt in India measures which experience has proved 
benefioial in England and particularly on the Continent and in 
America and Japan, Qf laissez faire has thus been the keynote 
,of the policy of Government in certain matters, in others it has 
ygone to the other extreme, and some of its measures are national 
and socialistic to a degree. 

/ We have noticed this faot not so much to emphasise the 
Inconsistency lurking in the polioy of the State in India as to 
ehow that the lessons of the reoent development of economic 
\hought and action have not yet been adequately taken to 
heart by Government. Students of Indian Economics feel that 
the experience gained by nations similarly circumstanced as 
India, is very valuable and that the measures taken by their 
governments to promote the national prosperity of their people 
should be adopted in this country though they may militate 
against vested interests and against pre-conoeived notions as to 
correct eoonomic doctrines which, after all, have relative 
applicability. 3 


1 See Ranade’s Essay on Indian Political Economy; and Mr. Montague’s 
speech on Indian Land Policy in Speeches on Indian Questions by the 
Rt. Hon. Mr. Montagu. 

2 Writers of the Historical or National School of Economics) therefore) 
insist that “Science must not deny the nature of special national circum¬ 
stances) nor ignore and misrepresent it, in order to promote cosmopolitan 
objects. These objects can only be attained by paying regard to nature, and 
by trying to lead the separate nations in accordance with it to a higher aim** * 
—Frederic List. 



IMPORTANCE OF ECONOMIC STUDIES. 


9 


Apart from the peouliar geographical, climatic, religious 
janJh social factors which affeot the eoonomio condition 
of a country, there are other currents and cross-currents 
such as the consciousness of a growing communal and national 
unity, the resistance of old ideas and usage s against change, 
the struggle for self-preservation, the tendency to imitate and 
assimilate foreign institutions and ideas and the desire to attain 
a higher standard of material prosperity, whioh play an 
important part in determining the actions of peoples and the 
polioies of states. In the construction of ’an independent body 
of economio doctrines which could be logically deduced from 
the observed facts of Indian society,* special national consider¬ 
ations will have their own share. Indian Economics will, in 
this sense, be as List says, a National Political Eoonomy as 
distinguished from the cosmopolitical. Economio doctrines 
must go through the ordeal of applicability to Indian conditions^ 
Mr. Ranade systematically showed how this was neoessary 
and his lead has been followed by several students who have 
thought and written on the subject. Sir Theodore Morison is 
right when he observes that the time has not yet oome * when 
it is possible to attempt a complete statement of the economics 
of Indian industry, ’ because * the material at our disposal is at 
present too scanty,’; yet the pains-taking and observant student 
knows Indian conditions well enough to enable him to discuss 
and indicate the direction in which things are moving and 
ought to move. 

5. Importance of Economic Studies That Indian 
Economics, so understood, deserves devoted study, is a truth 
whioh happily has now been reoognized, as we have Btated 
above, on all hands. In spite of its great value, however, for 
the promotion of the well-being of the people of the oountry, 
the subject has not received the attention it desrves. Earnest 
men, convinced of the close relation whioh subsists between a 
'correct knowledge of eoonomio laws and conditions and the 
progress of sooity that may be aohieved by the practical appli- 
Z 
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cation of that knowledge, have always deplored in India the 
general apathy of the eduoated classes towards economic studies. r 
This indifference is largely due to the insignificant number of 
highly educated persons compared to the total population, to 
our defeoative system of education and to the discouraging 
conditions that surround the student. Whatever the cause 
may be, latterly signs of improvement have been visible on all 
hands. The Universities are taking kindly to the subject, for 
the teaching of which provision is being made, and the need of 
a study of eoonomic science and of Indian Economics, has been, 
emphasised by the work of our Legislative Councils and the 
economic awakening which seems to have come over the 
country. 

Greater attention is now being paid to undergraduate and 
post-graduate teaching of Eoonomios in the Indian Universities, 
and the inadaquate and inefficient oharaoter of the existing 
provision in that behalf, is being more and more recognized. 
The defective system of secondary and higher education 
prevalent in the country and the out-of-date methods followed 
by teachers in handling this subject as well as the laok 
of adequate equipment and the unresponsive bent of mind 
developed in the pupils by uncongenial home and other in¬ 
fluences, are mainly responsible for the present unsatis¬ 
factory condition of economio knowledge and study. On the 
other hand, problems of the highest national importance re¬ 
quiring well-informed and trained minds are cropping up and 
demanding solution at the hands of the legislatures and the 
executive government. A steadily growing number of persons 
who can understand and take an effective part in -the disous- 


l “ Who will deny that for the future well-being of our national pros¬ 
perity, the study of economics is of priceless value ? Is it not our paramount 
duty to wake up in this respect, if we are to succeed in the keen competitive 
race now going forward in the world, in arts and industries, manufactures 
and commerce, in fact, in all matters which contribute to the larger produo. 
tion of wealth? The universal recognition of economic studies in all the 
civilized countries of the West is, we need not say, the most gratifying 
feature of our busy age and the most hopeful sign of the better welfare of 
the human race in the future. We earnestly put it to our countrymen whe¬ 
ther they are to stand aside while the human race is progressing? ” — D. E. 
Wacha -. “ Four Paper on Commerce and Statistics.” 
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sion of oomplioatied questions like the borrowing and railways 
policy of the Indian Government, the fiscal arrangements of' 
theoountry.the system of ourrenoy and exchange, thefinanoea 
of looal, provincial and central authorities and the condition of' 
labour. The work can no longer be left to be done or neglected 
by official agency and must be undertaken in a growing 
measure by private individuals as a task of love or a patriotic 
duty. 

^Indian Economics, we repeat, is not an independent science, 
because it does not seek to discover new laws whioh were nut 
known to earlier thinkers. We have indeed to observe thing* 
as they are, scrutinize the economic activities of the different 
classes of the population and to study the different economic 
phenomena like high prices, low wages, expanding trade, increas- 
ing rents, growth of publio expenditure, increasing burden of 
taxation and obanging popular habits and social institutions and 
have to disoover the relation of cause and effeot and the direc¬ 
tion of the process of evolution. We have likewise to indicate 
how improvement may be effected by individual and collective 
action, and how evils may be prevented and remedied. It thus 
suggests an application to Indian conditions of the generally 
accepted eoonomlo laws, subjeot to oertain reservations and 
qualifications, and partakes more of ‘the nature of the art of 
Economics or of a normative soience. It is,3 besides, national 
in this sense that it deals with the peculiar conditions of India 
and has in view the special requirements of the material' 
advancement of its people. 

' No study of existing conditions is likely to be compli te 
anchfruitful unless it is supplemented by an inquiry into the 
development of Indian economic and social praotioes and 
institutions through different stages from antiquity^ The pre- 
sent oan be clearly understood only by a reference Zo the past. 
And it is neoessary in each oase to trace from its source the- 
history of our ideas, institutions and practices that have to be 
considered. UnlesB we probe a problem to the bottom and get' 
at the fundamental conceptions of things, our disoussion will 
be superficial. Suoh investigation must constitute an important 
feature of Indian Eoonomios* Muoh useful light is being- 
thrown by soholars upon some of the dark and obsoure portion* 
of Indian history to enable the economist to pursue hi*' 
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inquiries with profit. The economic inquirer must avail him* 
-self of all the material that is available and oollect all the 
information he can, so that a oomprehensvie view of things 
may be taken and correct conclusions may be drawn. For, 
economic practice, social institutions, laws, usageB and re¬ 
ligious ideas are, in India, so closely bound up together that a 
knowledge of these several aspects of life is indispensable to a 
clear understanding of the eoonomio position and development- 

6. Theory and its Application.— The oomnarati™ 

POVartV-ATid the general ha.nk^^ r dnpiaa- large mass o f 

^opulat ioja_m.JJua,c J Quxiti^. are patent to every one who has 
devoted any thought to the subject and are apparent even on 
the surface. The standard of living and the- a iming oapacity 
■ .fiJUhe.peopla-aJBL^aljD^ and the scope for improvement 

is vast. Tha-sooial str un t ura..lha industrial o r ganization, and 
the methods of production all require reform, and if a con¬ 
scious and systematic effort is to be made, it must be based 
pon accurate knowledge of facts and well-thought-out sohemes. 
* The goal of national progress must also be made clear. Some 
associate simplicity and even poverty with the indigenous 
culture of India and are auxious to preserve and restore it. 
How far this ideal is practicable and desirable an 1 to what 
extent and how the people may assimilate modern civilization, 
without detriment and with benefit, are questions which 
require discussion. What part the State should play in bring¬ 
ing about the desired progress, what steps it ought to be 
expected to take for that purpose and how the creation of 
larger quantities of wealth in the country should be facilitated 
by a ohange in the attitude of individuals and groups of 
individuals as well as of the State, are problems the solution of 
which depends on economic studies, whose results may be 
relied upon to suggest suitable action. 

The growing population of India must be decently housed, 
fed and clothed and the general level of its living must be 
raised. The national dividend must increase and its distribu¬ 
tion must be rearranged so that a much larger share of wealth 
may fall to the lot of eaoh person enabling him thereby to live 
a more oultured and happy life. The present condition in this 
respect, is, by common consent, not satisfactory, and the problem 
..can be effectively solved only by a fruitful eoonomio study and 
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an earnest endeavour to apply the remedy suggested by it. The 
work of the economist is out out for him. What is required is 
enthusiasm and training. 1 Few people have an idea that ther* 
is a soienoe of eoonomios and that phenomena of industry, 
trade, wages, prices and poverty are governed by laws ; many 
believe that they know the nature of social ailments and their 
specifics when, as a matter of faot, they have not even th» 
glimmering of ttie essence of those problems. * Nothing appears 
easier, for instance, than an explanation of the phenomena of 


1 44 That spirit of self-sacrifice is wanted amongst increasing numbers 
iu this: great Empire ; it is wanted particularly in Economics and the 
kindred social sciences, for truly the problems of an economic character 
awaiting solution aro gigantic. There are certain ways, too, in which 
India may be said to be particularly dependent upon the science ami the 
art of economics for progress in social legislation. ”—Prof. H. Stanley 
Jevons : Economics in India—Inaugural Lecture. 

2 44 It is a popular delusion, that, while economic science itself is a 
difficult subject, the discussion of practical problems, in which economic 
forces play an important part, can safely be undertaken without special 
preparation. There is no warrant for this view, The study of economic 
theory is, indeed, difficult but tho application of the knowledge, which that 
study wins, to the guidance of practical affairs, is an evon heavier task : 
for it needs, not only a full understanding of the theory, but also the trained 
judgment that can balance against one another a large number of qualifying 
considerations.”—Prof. Pigou : Wealth and Welfare. 

Iteferring to students of Economics, Prof. Pigou observes:—“The 
complicated analyses, which they endeavour to carry through are instruments 
for the betterment of human life. The misery and squalor that surround us, 
the injurious luxury of some wealthy families, the terrible uncertainty over¬ 
shadowing many families of the poor,—these are evils too plain to be 
ignored. Whether the life of man ends with his physical death, or is 
destined to pass unscathed through that gateway, tho good and tho evil that 
he experiences here are real ; and to promote tho one and restrain the othei 
is a compelling duty. It is easy, if we will, to make the difficulty of the 
task an excuse for leaving it unattempted. But, difficulties, which deter the 
weak, are a spur and stimulus to the strong. To display them, not to conceal 
them, is ti»e way to win worthy recruits. Neither by the timidity that waits 
at a distance, nor by the wild rush of undisciplined ardour is the summit of 
great mountains attained. Fiiet we must understand our task and prepare 
for it; and then, in the glow of sunrise, by united effort, we shall at last,, 
perhaps, achiovc. * 
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Tiigh prioes. If food is dear, the faot is put down to the export, 
-of oereals, and the dearness of milk is attributed to the 
slaughter of oattle. There is so much ignoranoe abroad that 
-any theory passes muster, while, as a matter of faot, the 
-complexity of problems is so great that none but a well* 
informed and trained mind oan usefully deal with them. 

(/ The task of the eoonomist is not lass responsible and invidi¬ 
ous in India than in other oountries. His conclusions will run 
counter to the acoepted policy of the State in certain respeots, 
and in others, they will come in conflict with the pre-conoeived 
notions of the people. Not only has the Indian eoonomist to 
disentangle complex facts and correctly to interpret them, 
■pointing his Anger to the right path of progress to the State 
and to the various classes of the community, but he has also to 
•expose bimself to the charge of being an impatient idealist, 
an arm-chair critic, an unpractical, inexperienced and 
irresponsible opponent or an irreverent, radical reformer 
and westernised materialist. He will have to take into 
-aocount Indian ideals and ways of thought and action and 
decide how far they may be benefioially retained or suitably 
.modified. He will also have to say things whioh will prove 
unpalatable both to the Government and to the people as they 
refer to the policy and measures of the State and the beliefs 
and sooial customs of the different olasses of the population. 
Neither this difficulty nor the other of analysing complex pro¬ 
blems and suggesting their solutions ought to deter the econo¬ 
mic student from his important and apparently thankless task. 

^ 7. Economic Problems :—Difficult problems confront 
the student at every turn, and a few of them may be stated 
hereDo the peculiar religious beliefs and sociaL -u sages of 
India preolude the possibility of a speedy progress in the econo¬ 
mic uplift of the people? Is it possible for India to stick to 
her own supposed peouliar Ideals and make other nations 
accept them? What is purely Indian culture? Can it he 
maintained in the faoe of the inroads of alien civilizations 
and can it be adjusted to changing conditions in and outside 
4he country ? Should Indian industrial development run along 
Western lines? Can India be a manufacturing oountry? Or 
must it continue to be predominantly agricultural? Is it prac- 
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ticable and desirable to oontinue the old indigenous industrie s, 
and can small industries compete with foreign manufactures 
^working on a large scale? What steps should be taken to 
improve agrioul&ixe ? How sho u Id the relatione between ljnd - 
^ r( | n gad be regulated without injustice to either party? 

■How do social institutions like caste, affect the economic 
progress of the people? What changes In the ideals and ideas 
of the people and the political and social institutions of the 
oountry are needed to promote rapid advancement? Is the 
existing educational system of the country calculated to assist 
in the improvement? Is the present l and revenu e system in 
meed of reform? How can more money be raised from the 
people by the State through taxation and otherwise without 
prejudicially affecting their standard of living and how may 
It be spent to their undoubted benefit ? What should be India’s 
and what should be her relations with the other 
parts of the British Empire and with foreign nations? What 
should be the currency sys tem of India and how should bank¬ 
ing be developed in the country ? What is the condition of 
agricultural and factory labou r and how may it be Improved? 
What should be the relations of national, provincial and local 
finance? Should the State manage its own railwggjs? What 
is the relation between housing and sanitation, urban and rural, 
and the well-being and efficiency of people? How may indivi¬ 
dual and publio charity be directed into more useful channels 
and mendicancy be discouraged? How can the lower classes 
in the community be uplifted and their capacity to produce 
and consume be increased ? 

These and other questions of this character assail the In¬ 
dian economist and demand a solution at his hands. And well 
may he be weighed down with a sense of responsibility that 
rests upon his shoulders. Economic inquiry ought not to be 
merely an intellectual pastime to him. Nor must economic 
-disoussion be merely a warfare of words. His work is not 
intended merely to furnish political combatants with faoile and 
readymade weapons, though it is his duty to warn, advise and 
guide governments and people. The influence of economic in¬ 
vestigation and of the conclusions to which it may point, must 
be brought to bear upon the life of the community and the actions 
of the State. In this lies the peculiar importance of the work 
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of the economist. 1 It is in a spirit of profound devotion to 
aoienoe and untiring searoh after truth, inspired by a humani¬ 
tarian and patriotic desire to contribute to the betterment of the 
people, that Indian Economics must be oonoeived and the 
Indian economist must work. And the value of eoonomio 
studies in India oan not be too much emphasised under the 
conditions which prevail at present in the country. 

8. Nationalism: —The so-called natural laws of the 
olassioal economists, to whom, however, belongs the honour of 
having laid the foundations of a new science, has now been 
discredited—some times rather too unjustly—and their touching 
faith in the efficiency of freedom of competition and in the 
sufficiency of the spontaneous acts of individuals for the pro¬ 
gressive improvement of the human raoe, has proved to be an 
illusion. The huge losses and the enormous suffering caused 
by the world war, have brought home to all minds the urgent 
need of international co-operation and solidarity and have 
produced the idea of the League of Nations. But fears are ex¬ 
pressed, and they are not groundless, that this may turn out to 
be merely death-bed repentance and that nations will not have 
driven the old Adam out of them when they find themselves on 
their feet again. Writers used to refer to the economic compe¬ 
tition of foreign nations as an “invasion” of markets and even 
now the fixed determination to conserve and to exploit natural 
resources in the interest of their own peoples, is seen animating 
the deliberate policy of Governments. Democracies are, how¬ 
ever, growing powerful every where, and the hope of the world 
enjoying prolonged peace and economic prosperitv based 

1 “The economic student, if he is worthy of his calling, will proceed 
without fear or favour; he will bo tabooed as a socialist by some, as a minion 
of capital by others, as a dreamer by more. But if he preserves his clear¬ 
ness of vision, his openness of mind, his devotion to truth, his sanity of 
judgment, the deference paid to his views which is even now beginning to 
be apparent, will be more and more pronounced. The influence of economic 
conditions on economic theory has been, let us hope, abundantly demonstrat¬ 
ed ; but the reciprocal influence of economic thought on actual conditions i& 
in danger of being overlooked. Economics is therefore both the creature 
and the creator. It is the creature of the past; it is the creator of the 
future. Correctly conceived, adequately out-lined, fearlessly developed, it 
is the prop of ethical upbuilding, it is the basis of social progress’'. Selig- 
uian : Principlei of Ecavomics , 



ECONOMIC PROBLEMS. 17 

upon international amity and good-will, will turn upon bow 
their authority is exercised. 

t/^The oonciousness of a separate national'existence anu of 
separate national interests, is deep-rooted among peoples and 
there is more conflict than co-operation in the international 
relations of the world as it stands to-day. 1 It, therefore, sets 
limits to the operations of the laws of the orthodox economists 
and constitutes an important factor in the evolution of national 
■economics.* The position in India is peculiarly difficult As a 
nation on a very low plane of material prosperity, India has 
■extensive ground to cover to come up with other peoples. India 
has the advantage of being a member of the British Empire but 
her people are only juBt beginning to secure some measure of 
control over their economic destiny. Her partnership in the 
Empire, to be substantial, must become real and must prove a 
source of strength to herself as well as to the other members 
of the Imperial organization. 

Each nation is trying to take the lessons of the Great War 
to heart. English statesmen and publicists did not wait for 
the termination of the war to ponder over the measures of 
reform; and problems of reconstruction were discussed, plans 
laid out and operations commenced while the bitter struggle 
dragged its weary length. The need of pursuing a similar 
policy of eoonomic development is acutely felt in this oountry 
and muoh more aoutely than elsewhere because the cry of 
Indian Economics is an old one. A silent social and economic 
evolution has steadily proceeded in India during the last one 
hundred years. The railways, the post, the telegraph and the{ 
steamer have linked India to other countries, and our foreign 
trade, involving competition with western manufactures, has 1 
shaken to its foundations the old fabrio of our economic organi- 

1 See Rabindranath Tagore’s “ Nationalism. ” 

2 “ The term political economy is an empty phrase; it signifies nothing 
in modern practice; it has outlived its usefulness unless it be retained for 
the purpose of defining the scienoe of Laittrz faire, Laittez patter, ,as enun¬ 
ciated by John Stuart Mill and the Cobdenite school. On the other hand. 
National Economics is a science which constitutes the basis of nationality 
and is designed to control all the laws and regulations retating to education 
chemistry, production, transportation, and banking out of which wealth ia 
created; it Seeks to make all dead values remunerative. *’—J. T. Peddie : A 
National Syite/n of Economist. 
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zation. National consciousness is a faotor of growing strength 
in India and must be duly taken into aooount in the solu¬ 
tion of economic problems on whioh relations with other 
countries have any bearing. The working of these and other 
influences has necessitated a systematic study of Indian econo¬ 
mic oonditions and the adoption of measures to improve them, 
tx" The poverty of the mass of the population and the evils 
which accompany it, consititute the most urgent problem that 
has got to be faced, and the only way to do it successfully is 
to make a comprehensive and sustained effort to diognose ' 
the disease and to apply suitable remedies. The goal to be 
reached is thus the attainment of material prosperity by the* 
Indian people consistently with Indian ideals and without the 
evils attendant upon the planting of modern civilization in 
their midst; and the path to reach it is that of national econo* 
mics indicated above. The existing methods of the production,, 
circulation and distribution of wealth must be adjusted to the 
changing conditions and requirements of the nation, and the 
State must play an active part in promoting the desired pro¬ 
gress. This requires intelligent and patient investigation, 
willing and trained workers, a deliberate policy and suitable* 
consistent and persistent action. The value and the responsi¬ 
bility of the work of Indian economists will grow with every 
step in the nation's advancement whioh has just entered upon 
a new and important stage. 

9. Internationalism in Economics:— The interdepen¬ 
dence of nations and ‘the world's solidarity were never more 
strongly emphasised than they have been on the close of the 
Great War, by the utter exhaustion and eoonomio helplessness 
of European countries resulting from the collapse of the well- 
established commercial and industrial system whioh had 
developed in the west in the course of generations. The 
conviction about the need to work in harmony and to take 
concerted aotion for the benefit of all, is reflected in the 
establishment of the League of Nations, the organiz ation of 
the Labour Oonferenoe and the holding of other international 
conferences like the Washington and Genoa conferences. If 
the pronouncements of representative statesmen could be 
taken seriously, one would think that a new era of interna¬ 
tional amity and concord had dawned, and the age-old, selfish 
national ambitions and commercial rivalries and jealousies 
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had become things of the past. The covenant of the League of 
Nations is a dooument that is oaloulated to create the impres* 
sion that the leading Powers of the world are bent upon making 
a heaven of this earth, and that as an original member of that 
organization, India is going to share the oredit and the benefits 
of the altruistic deeds of that august body. It will, however, 
be doing no injustice and indulging in no unjustified oynioism 
and pessimism if the people of the East who have suffered in 
the past from the political and eoonomio polioies of European 
Powers, refuse to believe in or to grow enthusiastic over 
international oonferenoes, leagues and covenants. India has 
supported and adopted as a result of international deliberation?, 
certain conventions, whioh it is hoped, will make for the 
improvement of the world as a whole as well as for her own 
good. Indian economists have to make up their minds as to 
how their country will fare in this new order of things if and 
whjsn it really oomes into existence. 

The problem whioh Indian Economics has to face is two- 
jfold. There is, first, the internal evolution of the economic 

E ititutions and activities ; and secondly, there is the question 
external influences whioh aot upon the indigenous organiza- 
>n and its working. The two aspeots may be distinguished 
but can not, in praotice, be separated as they are olosely 
interwoven and aot and reaot on eaoh other. The European 
eoonomio system, whioh was destroyed by the War and which 
it is now proposed to rescue from chaos and ruin, has had a 
tremendous effect, disturbing and detrimental to the economio 
conditions in India among the countries of the East. That 
system has been characterized as “ economic Imperialism,” 
and consists in European Powers extracting surplus wealth 
from abroad out of the exohange of their manufactures for 
the oheap raw materials and food produced by the new world 
and the orient,jwlth the help of the means provideed by scientific 
and organized strength and regardless of consequences to the 
viotims of the exploitation.* Capitalism and im perialism have 

* “ The results of the policy of eoonomio imperialism pursued bjr this 
country ( Great Britain ) and other imperialist powers can bardly.be viewed 
with satisfaction or equanimity. Politioal subjection, exploitation and 
economio slavery are never pleasant to their viotims. Sixty years experience 
of the blessings of European rule and civilization have resulted in Euro¬ 
peans. being bated by their subjects from Timbuktu to. Peking. And we 
are only at the beginning of the reaction against the cupidity and violence 
of western nations".—L. 8. Woolf : “ Economic Imperialism.” 
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gone hand In hand in Europe and hare combined to destroy 
and jeopardise the eoonomio systems of Asia; end India 
has to consider, as Japan considered long ago, how she may 
protect herself in the struggle. Making the world a family 
and the nations, its members, is a great ideal, in eoonomio as 
well as in political advancement, and India will weloome it 
and will work to make it a reality. But stern and stubborn 
facts hare to be faced, and it is no use ignoring legitimate 
national consciousness and aspirations whioh may be controlled 
but can not be supressed and imperialist ambitions entertained 
by western nations, democratic and otherwise. 

10. Conclusion:—To those who ignorantly, incredulously 
or sneeringly ask what is the purpose 'and soope of * Indian ' 
Economics, the answer may, in conclusion, be briefly given 
that it has to watoh the material and moral condition of the 
people of India from the point of view of eoonomio soienoe and 
i to suggest safeguards and reforms that will ensure to them a 
Reasonable amount of well-being while they lire and work 
/under powerful external and internal influences, noting upon 
4one another.^The clash of eastern culture and western civiliza¬ 
tion is a matter of history and of living experience ; and the 
former has, therefore, to eb preserred, protected and moulded 
to suit new conditions. The Indian workman is represented at 
the international Labour Conference, but eren in the British 
Empire, he is not admitted to a position of oivio, political and 
social equality. He is wanted in the Dominions and the 
Colonies to toil as a eooly, but his low standard of living and 
inferior civilisation as also the raoial competition whioh he sets 
up are deolared to be grounds sufficient to justify isolation, 
exclusion and restriction in the case of this Indian oitizen of 
the British Empire. 

While the Indian is thus treated abroad, in bis own coun¬ 
try, he is far from being able to understand, regulate or oontrol 
the industrial evolution that is going forward. Eoonomio 
imperialism appears still to be in full swing. The Empire 
wants that India should ho mada to help in the rehabilitation 
and the strengthening of British industries regardless of effects 
<>n her own industries. J*ane**feiv» !»#*•** UPOU dictating the 
fiscal policy of India in British interests. Efforts as# made to 
oaeaie the purchase of stores and material rwyind fcy tfca 
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Indian railways and the Indian Government, in Great Britain 
for the benefit of British manufactures. On the one hand, 
adherents of the older sohool of eoonomio thought see nothing 
but benefit aooruing to India from unrestricted competition, 
freedom of foreign trade, cheapness and abundance of imported 
maohine-made goods and the decay of indigenous industries. 
On the other hand, eoonomio imperialism wishes to control 
and regulate the development of India in the interests of the 
Empire which means chiefly the interests of Great Britain. 
The practical effect of both the policies on the oountry is the 
same and there is a powerful reaotion in India against them. 

The helplessness which is felt in the faoe of the interna¬ 
tional and internal struggle described above, is driving some 
people to wage a desperate crusade against modern civilization 
and to preach as a measure of defence and by way of protest, a re¬ 
turn to the indigenous methods of industry and the restoration 
of the old culture and mode of life. They find that the 
introduction of western civilization in their midst has resulted 
in cultural deterioration, social chaos and eoonomio depend¬ 
ence. They see in cheap foreign luxuries and social amenities 
that are being made available to the mass of the people, only 
a thin, glittering film of progress which hides below it, poverty, 
wretchedness and degeneration and they are anxious to warn 
their countryman off the slippery path of modern civilization. 
This view can not be summarily and unceremoniously dismissed 
as the outcome of pessimism, ignorance, impatience or perversity. 
The system of the exohange of India's raw materials and food 
stuffs for foreign manufactures and servioes whioh has resulted 
in profit to great Britain has not conferred a corresponding 
benefit upon this country, and India has had to suffer from 
, disorganization not unlike what Europe has undergone sinoe 
the dose of the . War. The eoonomio relation of India with 
the outside world has been altogether changed in the last 
century as also the relations of olasses in the oountry itself, 
with respeot to the production, exohange, distribution and 
consumption of wealth ; and there is great danger of the 
incidental advantages of the position being exaggerated and 
of the detriment being minimised. The standards by whioh 
to judge these matters themselves vary and great care ia 
required in their application. 
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The situation has its-bright as well as dark patohes, of 
oourse. And the prospeot is not devoid of redeeming features. 
The social phenomena which Indian Eoonomios has to handle, 
are exceedingly complex and the student must keep his gaze 
steadily fixed upon the goal of his work in investigating and 
examining faots and tendencies, viz. to deduoe conclusions 
and offer advice based thereon with a view to assist in the 
material and moral improvement of the people. He must 
expose fallacies and dissipate ignoranoe and prejudice and 
show how the nation’s resources may be more effectively 
used, the means at its disposal may be made most of and 
improvement in various directions may be brought about. 
Passion, over-wrought sentiment and factious zeal will vitiate 
economic deductions ; and though economists may differ from 
one another in their diagnosis and prescription of remedies, 
their laborious exertions, and honest oonolusions will have im¬ 
mense value for the promotion of national well-being. 
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II. Progress :—The principle of evolution has been ap¬ 
plied to the study of phenomena of social ohange, and striking 
‘results have been obtained. It is now the praotice with stud¬ 
ents to trace the stages through which religion, literature, 
political institutions, morals, social customs and industrial 
organization have passed before reaching their present forms 
we witness in different countries. This knowledge of the past 
and the present is a useful guide to the determination of the 
future, and the statesman and the sooial reformer may derive 
ample benefit from a study of sooial evolution. History records 
examples of peoples who stagnated and decayed, and we see 
before our eyes nations which are going forward with rapid 
strides on the path of advancement. Progress is a oomplex 
phenomenon. It is quite possible that in a community there may 
<be visible a strong intellectual growth and yet physically, 
'materially and morally it may be on a downward grade. Or a 
.nation may be on the high road to material prosperity but may 
be morally degraded. Different sooial and political conditions 
■aot and reaot upon one another, and progress is the sum-total 
4>f development taking place in various directions. 
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The ides of progress is vague and subtle to a degree. 
There are some who see little progress in human development,, 
individual and social, which has been attained in the oourse 
fof centuries. In any case, they deny the possibility of our 
indefinite advance from bad to good and from good to better. 1 
iA.re people physically stronger than they were in the past and 
{have all scientific improvements, discoveries and inventions 
t made the lot of man happier ? Is there not greater social 
jconfliot and more disoontent ? Pessimists have argued in this 
wise at all times, and modern civilization, in particular, has 
{been thus discounted. But the progress which consists in an 
,‘inorease of knowledge and power has not been and oan not be 

■ denied and that human acquisition has not been renounced. 

' Happiness has indeed been sought from the source of spiritual 

contentment rather than that of material enjoyment; but as a 
. matter of universal experience, the latter has had greater 
/ attraction for man and the love for it appears instinctive, natural 
i and all-powerful. It serves no useful purpose, therefore, to treat 

■ the desire for material improvement with scorn and every 

■ thing is to be gained by trying to study and to regulate it. 

The well-being of a people is not determined only by an 
inorease in the material wealth it produces and enjoys. Never¬ 
theless, it is a valuable criterion of its progress. And ideals 
of individual and national well-being may themselves change 
with the modification of material conditions and social institu¬ 
tions ; and what is set down as gross and wasteful to-day, may 
come to be regarded as refined and helpful to-morrow. Steady 
finorease of population, improvement of its physique and health,. 
V n augmented production of wealth resulting from the applica¬ 
tion of soienoe to industries, a satisfactory distribution of tha 
Nation's inoome among the various classes of which it i» 
composed, a bettering of the material and moral condition of 
the masses and the easier accessibility of intellectual and 
booial oomforts to continually growing numbers in the com¬ 
munity—these are undeniable indications of progress* and every 
nation must strive to attain a higher and higher stage of 
development along these lines. 

13. Wealth and W elfare :—Material wealth is indbed 
only one factor in the welfare o f a community and by no meanb 

1 Bean Inge :— u The Idea of Progress.” 
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the most important factor. Man does not live by bread alone t 
But he oannot live only on metaphysical speculation either* 
Materialism whioh subordinates the internal souroes of satis*] 
faction to the external, has been oondemued by most religions,! 
and the pursuit of wealth by individuals and the peouliar social^ 
organization to whioh it gives rise, are often regarded as 
inconsistent with high moral and spiritual ideals. 1 Those who,’ 
take this view do not, of course, contend that an increase of 
material wealth brings no satisfaction or that it adds nothing^ 
to welfare. But they are of opinion that the pleasure oontri*, 
buted by the increase of wealth is evanasoent and unoertaini 
and is, therefore, inferior to spiritual welfare. They hold tha^j 
the pursuit of material satisfaction is the pursuit of a mirage 
and that* the fruit of the tree, of knowledge always drives man 
from some paradise or other’. 2 * It is, in their opinion, desirable, 
therefore, to find a short cut to happiness through spiritual 
contentment rather than expeot men to wade to it through 
material pleasures. 

In all countries and at all times, individuals have preached 
and even practised the simple life in which wants are reduced 
to the smallest dimensions, and oontentment has been sought 
which does not depend upon the possession of the goods of this 
world. Under modern economio organization, and according} 
to modern conceptions of welfare, emphasis is usually laid on 
external sources of satisfaction though material wealth is not 
unoften regarded as a potent means to attain a higher end^ 
There is a marked tendenoy to identify welfare with wealth 
and the condition of a nation, as of an individual, is guaged by 
the measure of money income. It was this conception of wealth 
whioh brought upon the modern industrial regime and economio 
doctrines the pious wrath of thinkers like Buskin and rendered 

1 “ The Christian view of wealth would seem to be that wealth is less 
important for welfare than the internal sources of satisfaction ; an increase- 
of wealth is not necessarily an increase of welfare and wealth should not be 
allowed to stand in the way of other kinds of welfare ; it is not possible for 
a rich man to enter the kingdom of Heaven, but his riches are as great aik 
obstacle to entering the kingdom as a camel’s load is to passing through a 
postern gfcte.”—“ Economics for the General Reader” by Henry Clay, 

^ Itean Inge : “ The Idea of Progress 4 3TT5TP9rPf eft m' 1 ’ beautifully 

expresses the same view widely held in this country. 

4 
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-economic science an object of contempt and condemnation 
because that science was believed to have been based upon the 

S irinciple of self-interest. Now, Economics does not teaoh 
elfishness; nor does it plaoe the pleasures of the senses on a 
ligher plane than spiritual bliss, only takes human beings 
%s they are and studies their actions and motives with reference 
;o the acquisition and use of material wealth} It disousses hu- 
nan desires and activities and shows how the most efficient 
: nethods may be adopted to attain tbe cherished end. But 
hough it does not presume to pass any ethical judgment it is 
: lot indifferent to spiritual welfare and does take into account 
■ eligious sentiments and ethioal ideas to corelate its conclu- 
-1 lions to facts of social life. 

13. Ethics and Economics s—'The supposed antagonism 
between Ethics and Religion on the one side and Economics on 
the other, is not real. It must, besides, be borne in mind that 
the desire to improve one's material condition, the ambition to 
rise to a higher status in sooiety and the struggle for the 
possession of worldly goods, are not the peouliar features only 
of modern times and of modern civilization. Reoent progress 
of humanity has indeed chiefly lain in man’s increasing con- 
quest over the powers of nature and their utilization for the 
promotion of man’s oomfort* As new utilities are being dis¬ 
covered, the range of objeots calculated to satisfy human-wants 
is extending. More than a hundred years ago, Malthuswas at a 
loss to know how sufficient means of subsistence could be found 
for the growing population of the world unless it chose to be out 
down by famine and pestilence, but his fears have been falsified 
by the continually increasing stook of the neoessaries of life 
and even of superfluities, thanks to the progress of physical 
ecienoe and improvement in man's power of organization. 

Some people appear to think that the materialism of their 
generation, indicated by the increasing number of wants and 
the waxing struggle of man to satisfy them, betrays the 
degenerate character of the days on which they have fallen, 
And they cast * a longing, lingering look behind* on a golden 
age whioh they looate somewhere in the past. But they fail to 
realise that if their line of reasoning were rigidly followed, the 
happiest times in the history of mankind would be those when 
man had not yet emerged from the savage state. They will 
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%ave to set up the primitive man as the happiest human being 
'Whose lot they may envy, inasmuoh as he had very few wants* 
and had not much trouble in satisfying them. 1 

It may, however, be oontended that we are using the lan* 
guage of exaggeration in presenting the attitude of those who 
condemn materialism and advocate the reduction of wants in 
number and intensity. What they perhaps mean is that 
material wants should be replaced by'wants of a nobler kind. 
Plain living and high thinking is a motto which we respect and 
thoroughly approve, and no better ideal can be put before an 
individual or a community. £Bufc it is erroneous to suppose that| 
purely economic wants have absolutely no moral value or that 
the highest good of humanity can be achieved only by pursuing 
religious and ethical ideals to the neglect of material progress. 1 
In fact, no civilization would have been possible if our ances« 
tors, whose attitude on life is sorely misunderstood and mis¬ 
represented, had not striven to promote their material welfare! 
and had remained content with things as they found them. A| 
review of tbe history of Indian civilization for the past thred 
thousand years, will disclose the efforts made by the people tel 
better their material condition and the sense of perspective! 
they showed in dealing with the different factors of progress.^ ] 

Communities have advanced from one economic stage to 
another, and at each step they have had- their own problems to 

1 “But this ia merely to argue, what is of course true in a certain sense, 
that the beast is happier than the man, the savage than the civilized man, 
the fool than the wise man, the lout than the active man, the dolt than the 

refined man.The pessimist can plausibly argue that man would be 

better off without the instinct, the urgence which impels him to explore, 
investigate, analyse, subdue, and exploit the constitution and the latent 
energies of the matter which surrounds him but that is an acadamic opinion 
of no practical moment since all denials of the value of progress have never 
induced any body of men (individual eccentrics apart) to renounce its 
conquests and deliberately to return to a bye-gone stage of development: — 

The R. P. A. Annual, 1921. 

2 “ Each new want is an additional bond between men, since we cannot, 
as a rule, satisfy it without the help of our fellows ; in this way tbe feeling 
of solidarity becomes stronger. The man who has no wants, the anchorite, is 
sufficient to himself ; this is just what he should not be. As for the working 
classes, we should be glad, and not concerned, that new wants and desires 
torment them unceasingly ; were it : not for this, they would have remained in 
perpetual bondage. ”—Charles Gide : Political Economy. 
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face and battles to fight. 1 Conditions in our times are quite* 
different from what they were even in the near past. They have 
grown more complex and the difficulties involved in them are- 
being overcome. Means of oommunioation have become easier,, 
and no people oan now live in isolation and remain unaffected 
by a oontaot with other communities and nations. New na-- 
tions have risen and are expanding, and population is every¬ 
where increasing. Peace and demooratio government, the 
advance of the physioal sciences and the extention of inter¬ 
national commerce, are forcing new problems to the front and 
every community has to adjust itself to these ohanging con¬ 
ditions. Old institutions have grown out of date and are found 
unsuited and old solutions have lost their applicability. A 
community will, under these circumstances, stand still at its 
peril and the bogey of so-oalled materialism ought not to 
frighten us while we are engaged in the work of reconstruction 
and readjustment. 

14. No Conflict: —It iB a misconception to suppose that 
man is, on the whole; more dishonest in the midst of modern 
surroundings than he was in the past and that the modern, 
economic organization has led to demoralization. 3 There is 
ground, on the oontrary, to believe that ethioal considerations 
are having greater sway over the individual and the national 
mind and that the sooial and economic institutions of the 
present day are making man, on the whole, a better man. Had 
this not been so, our international oommerce, finance, banking, 

1 See Ely’s “Evolution of Industrial Society.” 

2 “ In every age poets and sooial reformers have tried to stimulate the 
people of their own time to a nobler life by enchanting stories of the virtues 
of the heroes of old. But neither the records of history nor tho contempo¬ 
rary observation of backward races, when carefully studied, give any support 
to the doctrine that man is, on the whole, harder and harsher than he was, or 
that he was ever more willing than he is now to sacrifico his own happiness 
for the benefit of others in cases where custom and law havo left him free to 
choose his own course. Among races whose intellectual capacity seems not 
to have developed in any other direction, and who have none of the origina¬ 
ting power of modern business men, there will be found many who show an 
evil sagacity in driving a hard bargain in a market even with their neigh* 
hours. No traders are more unscrupulous in taking advantage of the neces¬ 
sities of the unfortunate than the coin-dealers and money lenders of the 
East. ”—Marshall: Economics of Industry. 
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and concerted notion for material and moral improvement on 
the paft of the nations of the world, would have been impossi¬ 
ble. dotrnlnpmftntH- p rnmi p p ft a e and foster gr a ntor nmtw al 

trust and 8ympathy.A iuL lha. a thi oa l .- a eiDsa - o f- etvill se d c o nr - 
m unittee is peroep t ibly groThere is 
really"no antagonism, as we have stated above, between correct 
•economic action and developed ethical ideas. 1 

^ The two are interdependent and must not be divorced, one 
from the other. Take, for example, the injunction of the 
Bhagvadgita that death in the performance of functions 
appropriate to one’s own class in society, is preferable and that 
dabbling in another's functions is dangerous.* From the point 
of view of the efficiency contributed by hereditary disposition 
and home training, the principle underlying the above state¬ 
ment is sound. But Economics is entitled to point out the 
-sooial disadvantage and the individual injustice of confining a 
person to a funotion for which he may have no liking and no 
aptitude, and this eoonomio judgment is supported by India’s 
recent history. 

I Our view is that though material wealth is not the only 
source of welfare, it is not to be despised, beoause it too assists 
largely in elevating man to a higher level. Production upon a 
more extensive scale is placing within the reach of the lower 
-classes the means of intellectual and sooial happiness, which are 
no longer the monopoly of the few favourites of fortune. Apart, 

1 “ Sympathy or altruism pushed to an extreme involves the destruction 
-of self and therefore the death of society ; self-interest or egoism pushed to 
an exterme means the destruction of others and therefore likewise the death 
of society. Social life can endure only through a balancing of these two 
principles, each reinforced by the other. Since economics, like ethics, is. 
primarily a social science, the true economic action must in the long run be 
an ethical action. An individual may pursue selfish economic ends, and may 
augment his own wealth at the cost of inoral progress ; hut he is then 
-subordinating public to private considerations. Broadly sp king, regarded 
from the point of view of society as a -whole, what is economically advan¬ 
tageous must in the long run be right; and what is correct in ethics must in 
the end also be profitable to the business world. The modern economist, 
therefore, has become just as mindful of the ethical aspects of every economic 
problem as the modern moralist has been forced to recognize the economic 
aide of his ethical problem. ”— Seligman .* Principles of Economics. 
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again, from what the ideal human being should be.manashehas 
been and is to-day, wants material oomforts and our eoonomio 
organization must be so designed as to provide these in suffi¬ 
cient quantity. It must be borne in mind further that our 
ethical ideas themselves are being modified by our changing 
surroundings. We are no longer disposed to oondemn large- 
masses of people to a life of servitude or degrading drudgery 
on the score of their inferior birth nor are we prepared to 
respeot a life of renunoiation or mendicancy as suoh as 
' being superior. (Can it be urged that it is rank materialism 
, for the orores orcTegraded people in Indian sooiety to strive to- 
' obtain more and better food and more and better clothing and 
to seoure decent and sanitary houses to live inf]] Will an 
'orthodox Hindu, relying upon the laws of Manu, still insist 
jupon the untouchable classes remaining in their depressed and 
idirty and dehumanised state ? 1 Is not the improvement of 
^their material condition to be welcomed and encouraged? The 
|demooratio ideal is producing far-reaching effects upon our 
Asocial structure and eoonomio institutions.* 

15. India No Exception This discussion of the 
character and effeots of wealth may appear superfluous or 
irrelevant But in a treatise on Indian Economics, a reference 
to this question is essential in as much as it has been disoussed 
in this oountry from very remote times and two rival sohoola 
of thought have been fighting over it. There is also an amount 
of misoonoeption prevalent about it in India and outside at tho 
present moment and it has an important bearing upon tb» 
eoonomio development of India for whioh great solicitude is 

1 Menu : X, 46-56. ‘ wmwt g i 
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2 “ Wealth gives liberty in this sense : it increases opportunity giving 
the possessor more choice in the use of his time and fuller means of self- 
determination or self-expression. The effect of an increase of wealth 
upon welfare may be neutralized by misuse or waste : the increase must 
be balanced against any change for the worse in the conditions of pro¬ 
duction, and allowance made for the indirect effects which an increase 
in one person’s wealth may have upon other people’s welfare. But the 
increase in opportunity remains ; there is a potential increase in welfare." 
—Henry Clay : “ Economics. ” 
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evinced on all sides. It is usual to oontrast the mate, 
of the west, 1 of ‘the land of the mighty dollar*, for instV N 
with the spiritualism of India, and this oontrast is sometimev 
cherished by Indians as a oompliraent and is often made by 
outsiders through a feeling of contempt mingled with pity. 
This difference between the two attitudes on life strikes the - 
superficial observer as fundamental, and Indian people are not 
unoften relegated to the category of inferior races. But the 
same judgment could have been passed upon the peoples of 
Europe in the Middle Ages and may be passed on some of them 
even at this date. 

In the words of the late Mr. Justice Ranade, India has 
been ruralized and at the present moment, stands upon the 
threshold of the capitalistic and factory regime. Beoause 
India is poor, the wants of her people are limited and agricul¬ 
ture is her main industry, it does not follow that she is more 
spiritual and dreamy than the West or that she is of a weaker 
mould. There is ample proof to realize that India was 
rioh in the goods of this world as well as in spiritual and 
! cultural wealth ; that her people desired and enjoyed material 
pleasures ; and that arts were cultivated and the physical 
soienoes were zealously developed in India. . The poverty and 1 
backwardness of India are due to other causes—her progress* 
was arrested and she has not been able to march with the 
times. {And this does not prove that Indian people are 
inherently wanting in an appreciation of the good things of 
this earth and in the sense of enjoyment or that they are so 
muoh taken up with the thoughts of the other world that they 
have no appreciation for mere material pleasures. 

We shall presently attempt to indicate the characteristic 
features of Indian culture. Here we are concerned to point 
out the delusion of some that the Indian instinot, mentality 
and environments have been and will prove to be incompatible- 
with material advancement. There comes a time in the history 
of every people when their civilization, after having advanced 
with rapid strides, comes to a' standstill and either stagnates 
or praotically dies out, and this latter fate has overtaken many 
Asiatic civilizations as it did the civilization of ancient Qreeco. 
In the midst of several vicissitudes of fortune, Indian oiviliza- 


1 Swauii Vivekananda’s Speeches and Writings. 
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tion, instead of suocumbing, has survived the shooks it has 
received and has had to mark time. It is sure to maroh forth 
again in the favourable oiroumstanoes of to-day; and in varied 
fields of national and individual aotivity, India ha9 already 
proved her adaptability and oapaoity to benefit and be benefited 
by environments. 

16 . Bvldence of History t—The history of India, even 
of the remote past, is full of evidence which proves that the 
judgment contested above, is the result of ignoranoe, and is 
based upon a superficial observation of the existing state of 
"things, frhe splendid empires of Chandragupta and Ashoka, 
of 8amuaragupta and Harsha, of the Moguls and of the 
Marathas, would have been impossible, if the people of India 
had scorned the joys of this world and had been inoapable of 
material progress^The extensive commerce and navigation the 
people of this country carried on with the outside world, even 
in the times of the ancient Greeks and the Romans, bespeaks 
the enterprise and industrial activities of the Indian people. 
jThe cloth, timber, precious stones and spices of India were 
carried in Indian ships and by Indian merchants to Persia, 
Egypt and to the countries situated on the Mediterranean 
<coast. 1 The large and beautiful buildings and the tanks, canals 
4md publio roads of anoient Hindu and Budhist emperors and 
f the times of Mahomedan rule and the scienoes, arts and 
ndustries which distinguished India and attracted to her ooasts 
he adventurous merchants of the West, do not certainly support 
;he idea that the Indian spiritual ideal is such as to militate 
jagainst the prospeot of her attaining material prosperity.* 

Far from this idea being accepted as a sort of compliment, 
certain Indian soholars have strongly reseated the stigma oast 
upon Indian civilization and Indian character, and they have 

1 See “ Four Papers on Commerce and Statistics” hy Mr. D. E.Waoha. 

2 Buskin’s exhortation to his countrymen to return to the gorgeous East 
their borrowed ideas about possessive wealth, is an interesting commentary 
■on the opposite view. He says :-‘Nay, in some far away and yet undreamt-of- 
hour, I can $ven imagine that England may cast all thoughts of possessive 
wealth back to the barbaric nations among whom they first arose, and that 
while the sands of the Indus and adamant of Golconda may yet stiffen the 
housings of the charger, and flash from the turban of the slave, she as a 
Christian mother, may at last attain to the virtue? of a Heathen one, and be 
able to lead forth her sons saying—‘Tht»e are My Jewels.’—Unto This haft. 
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demonstrated from foots recorded in doouments and carved in 
stone and metal, that for several centuries India was in the 
vanguard of material as well as of spiritual development. 
People are obsessed by the glamour of modern western oivili* 
zation and are depressed by the stagnation they see all round 
in India, into forgetting the glories of the past history of this 
country and into thinking that this state of things has prevail¬ 
ed here from olden times. But this is a mistake and the faot 
must not be ignored that India played a conspicuous part in the 
development of human civilization which compares favourably 
with the oontribution to progress made by any other nation.' 
It is unfortunate that while the glories of anoient Greeoe and 
Borne are a familiar subjeot in our sohools and colleges, the 
splendid civilization of anoient and mediaeval India is practi¬ 
cally a sealed book to the young generation. 

*• The eoonomio condition of England and the organization 
of British industries were revolutionised in the beginning of 
the nineteenth century by the use of steam power and the in¬ 
stallation of machinery, and Great Britain entered upon a 
oareer of industrial prosperity, whioh made it pre-eminent 
among the nations of the world. But before the mechanical 
inventions of the dose of the eighteenth oentury and the in¬ 
auguration of the faotory system in England, in the beginning 
of the nineteenth oentury, the material condition of that 
country and its civilization were by no means superior to those 
of India. England’s economic history before the nineteenth 
century reads like the story of a backward, rude people rather 
than of a progressive and go-ahead nation. For a long time 

1 “ Much of the prevalent notions regarding the alleged inferiority of 
the Hindu genius in grappling with the problems of this mundane sphere 
and the extra proneness of the Indian mind to metaphysical and impractical 
speculations, can vanish and be proved to be the results of malobservation 
and non-observation leading to 4 half truths which are really whole errors’— 
only if we apply the historic-comparative method in studying Indian facts 
and phenomena. For all ihdologists should remember that the wonderful 
achievements of the western nations are strictly speaking only a oentury 
old. So that if, while instituting a comparison between Hindu and Occiden¬ 
tal cultures on the score of physical 4 sciences ’ properly so called, and 
applied arts and industries, care were taken to eliminate from one’s con¬ 
sideration the triumphs and discoveries of the last few generations, the 
Hindu scientific intellect would be found to have been in no way lagging 
behind —Sacred Books of the Hindus : Vol. XVI. 

5 
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$ie arts and orafts of this oountry held their own against 
British'manufactures though the latter were supported by 
.machinery, steam power and a national polioy of proteotion. 
Observers in the eighteenth and the early part of the nineteenth 
century, were impressed as much with the manufacturing skill 
and productive oapaoity as with the mild disposition, simple 
habits, polished manners and the religiousness of the Indian 
masses and Sir Thomas Munro, for instance, spoke of Hindu civi¬ 
lization in terms of genuine appreciation and placed it upon 
a higher footing than the civilization of his own country. 1 2 


17. Religion and Material Progress It is true that 
'Indian philosophies and Indian religions have taught that this 
world is an illusion and that the goal of man should be total 
i emancipation from the thraldom of egoism. /The teaohing of 
yhristianity too may, however, be shown to He essentially of 
the same kind* and it has not stood in the way of the endea¬ 
vours of Christain nations to attain material prosperity!) Seve¬ 
ral precepts of Christianity and the oonduot of devoutv Chris¬ 
tians before the epoch of the Benaissance and even in later 
times, bear a striking resemblanoe to the dootrines of Hinduism 


1 “I do not understand what is meant by the civilization of the Hindus ; 
in the higher branches of science, in the knowledge of the theory and practica 
of good government, and in education which, by banishing prejudice and 
superstition, opens the minds to receive instruction of every kind from every 
quarter, they arc much inferior to Europeans. But if a good system of ag¬ 
riculture, unrivalled manufacturing skill, a capacity to produce whatever can 
contribute to convenience or luxury ; schools established in every village for 
teaching reading, writing and arithmetie, the general practice of hospitality 
and charity amongst each other ; and above all, a treatment of the female sex 
full of confidence, respect and delicacy, are among the signs which denote a 
civilized people, then the Hindus are not inferior to the nations of Europe ; 
and if civilization is to become an article of trade between the two countries, 
I am convinced that this country ( England ) will gain by the import cargo.” 
Quoted by R. C. Dutt in his ‘Economic History of British India.’ 

2 “ Christianity as a religion is entirely spiritual, occupied solely with 
heavenly things ; the country of the Christian is not of this world* He does 
his duty indeed, but does it with profound indifference to the good or ill 
success of his cares. Provided he has nothing to reproach himself with, it 
matters little to him whether things go well or ill here on earth. If the State 
is prosperous, he hardly dares share in the public happiness, for fear he may 
grow proud of his country’s glory ; if the State is languishing, he blesses the 
hand of God that is hard upon his people. ”—Rouse att’s The Social Contract . 
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and the ascetio tendencies of its followers of which so much is 
made.*1^The Nirvana of Buddhism may be regarded as evfSk 
more depressing and antagonistic to material pleasures, but id 
did not prevent Buddhistic emperors and their subjects from! 
making remarkable progress in politics, arts, architecture anc 
Industries!^ The fact is that, though asceticism and a subordi 
nation of the body to the spirit, have been universally held ai 
high ideals, they have rarely influenced in that direction tin 
life of the mass of people in any country and at any time. Th< 
spiritual ideal is highely cherished but is seldom translated int< 
action on any large scale though it exercisos no small influ 
ence upon individual life and social customs. In Puritan 
England and in Budhist India it was, for a time, reflected in 
social life but a reaction against it soon followed, thus demons¬ 
trating the inherent human love for material pleasures. If 
individuals and nations had been dominated by philosophic 
speculations and other-worldly religious ideals, there would have 
been no wars and no economic and political progress in Europe. 
This is a statement of facts and not a justification of tendencies* 

We are told that the glaring divergence between the pre¬ 
cepts of religion and the conduct of its followers does not prove 
the futility of the former, but a failure of the latter to understand 
it and aot up to it Religion has to be properly interpreted and 
adjusted to the position and requirements of the people. Chur-* 
cbes and-priesthoods, philosophers and moralists, saints and 
prophets have, in all ages and in all countries, laid down pre¬ 
cepts for human ideals and conduct in this world, and they 
have gone under the all-embracing name of religion, which has 
been one of the greatest influences that have moulded mankind. 


1 “ As a matter of fact, it is not only the question of war that raises & 
difficulty between the ideals of Jesus and the traditional practice of the 
Churches ; the problems of justice and law, of crime and coercion, of marriage 
and divorce, of industry and thrift, of wealth and commerce in all their forms, 
are raised in the most uncompromising way by the Sermon on the Mount, 

which challenges the whole structure and practice of civilized society. 

If by “ Christain, ” we are to understand a Jiteral interpretation and carrying 
out of all the precepts attributed to Jesus there never has been and 
there is not at present, any Christian Church existing on a large scale or in¬ 
fluencing national affairs ; still less has there ever been, or is there now, 
Christian state. ”—Alfred Loisy : “ The War and Religion. ” 
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Bnp changing human life has itself modified religion in it* 
practical aspect and this tendency has a very important bearing 
upon the consideration of the relation between economic acti¬ 
vities and religion. It is, therefore, misleading to represent 
the Indian people as formed of a stuff and oast in a mould 
different from those of other races and communities; and the 
contrast, based upon the divergence between the existing condi¬ 
tions in India and those which prevail elsewhere* reflects 
characteristics which are not fundamental and permanent but 
accidental and evanascent. 1 


In India itself, the scope and the character of the spiritual 
, and the material have always been coirectly understood and 
| the apparent confliot between the two has been satisfactorily 
(■disposed of. The controversies over the teachings of the 
'{Bhagvadgita which recently assumed an acute form in Maha¬ 
rashtra, are significant in this connection and prove that the 
bulf between the ideals of renunciation and notion, has been 
'jpridged. The Hindu Shastras have enjoined upon the house- 
‘ polder the performance of his proper duties which it would be 
la sin on his part to neglect, and the home and family life are 
invested with a peculiar sanotity. Asceticism is not meant for 
(every body or for the whole life of any one. '{‘he system ftfjhe 
lAshramas make s this clear. And the pursuit of industries, 
agriculture an(Ttrade~are duties assigned to the bulk of the 
population. If the Indian people, as a whole, are therefore, 
distinguished from others, it is not by their anti-social, 
non-economic and other-worldly tendencies but by their well- 
balanced life, their overpowering consciousness of duty for the 
good of the community,which is a valuable corrective to extreme 
individualism, and by their self-restraint that tempers extra¬ 
vagance, greed and evil-doing. 


1 “ It is true that in most countries persona will be found who do not 
wish to have such possessions of their own, and the number of such persons 
is probably larger in India than in Europe, because of the tendency to adopt 
an ascetic way of life ; the sincere Sartyasi or Fakir is distinguished from 
the rest of us mainly by the fact that he docs not want to possess things of 
the kind which we have named. But even in India sincere ascetics form 
only a very small pvopoition of tho population, and leaving them out of 
account it is correct to say that ordinary people want to possess the same 
kinds of things, and among the things they want are those which we are 
4-nnsidering.”—W. II. Moreland : * k An Introduction to Economics.” 
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18. Bast and West* —It is said that the complete 
absorption of the individual in the universal soul and man’s 
emancipation from the fetters of the material world, is the 
ideal of the Hindu religion which dominates individual and 
the communal life in India. But it is in reality the unique 
merit of the philosophy and the religious and the secular 
literature of the country and particularly of works like the 
Bhagvad*gita, the Gospel of the Hindus, 1 that they have recon¬ 
ciled the material to the spiritual and have spiritualised the 
material. This fact is not generally properly understood, and 
hence the prevalent misconceptions and exaggerations relating 
to this subject.* 

1 ‘‘The Hindu has no doubt always placed the transcendental in the fore¬ 
ground of his life’s scheme hut the Positive Background he has never forgotten 
or ignored. Bather it is in and through the positive, the secular and the 
material that the transcendental, the spiritual, and the metaphysical have 
been allowed to display themselves in Indian culture history. The Vjpanis - 
had>8 % the Veda?tta and the Gita were not the works of imbeciles and weak¬ 
lings brought up in an asylum of incapables and a hospital of incurables. ” 
—The Sacred Books of the Hindus : Vol. XVI. 

2 A more ardent and faithful exponent of Indian ideals and Indian cul¬ 
ture than Dr. Babindranath Tagore, it will be difficult to find, and while in 
Japan recently, he observed to an American interviewer thus :— 

“ You ask me to characterise the difference between the Eastern and the 
Western outlook. That is very difficult although the difference is very real. 
In the East we aro conscious through all individual things of the infinity 
which embraces them. When I was in England I felt there was an incessant 
rush of just individual things upon me ; it was not a question of noise and bus¬ 
tle and haste only, but the whole atmosphere lacked the sonse of infinity. Upon 
me it had the effect of hampering reflection and meditation. No, I should not 
describe the difference as one between spirituality and materialism, though 
that is the way it Is often put. I have known too many noble and devoted men 
in England who practise renunciation and self-sacrifice and strive for 
humannity to deny your Western civilisation spirituality. No country could 
stand the shock of this war if it lacked spirituality. But it is a different kind 
from ours. It is not penetrated as is ours, with the abiding sense of the infinite. 

“ Do I think that Easfern thought, the Eastern outlook, can be reconciled 
with the mechanism of Western civilisation ? I think it can and must be. In 
the East we have striven to disregard matter, to ignore hunger and thirst, and 
•o escape from their tyranny and emancipate ourselves. But that is no longer 
possible, at least for the whole nation. You in the West have chosen to conquer 
matter, and the task of science is to enable all men to have enough to satisfy 
their material wants, and by subduing matter to achieve freedom for the soul. 
The East will have to follow the same road, and call in science to its aid. ” 
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The physical features of the country which a community 
occupies and the general conditions in which it lives and 
moves, exercise a considerable influence on the character which 
the people develop and the civilization which they create. And 
whatever depressing effect, climatic conditions and the lavish 
bounties of nature may appear to have produced upon the 
Indian races when they are compared with people occupying 
odder regions, the former do not essentially differ from other 
communities so as to constitute a type insisted upon by Kip- 
ing. The abounding natural resources of India did not 
certainly require her people to keep up with nature a constant 
struggle for existence and they led them to easy contentment* 
But it is interesting to note that Indian religions and philoso* 
phies are held responsible for the unprogressive character of 
Ithe people of this country who are supposed to be under the 
Knfluence of an ideal of pessimism and renunciation. This 
(opinion is largely held by Indians as well as non-Indians and 
it is necessa ry to have clear ideas on the point. 1 

1 ‘ 4 Jhc asectic ideal, which holds in contempt this world and its in¬ 
terests has exercised for centuries past a dominating influence on the Indian 
mind. It has not, it is true, sufficient reality and strength in it to permanently 
wean men away from the world, and it proved of little efficacy in diminishing 
selfishness and pettiness. But it nevertheless produced a baneful result. It 
took zest out of life. The fashion which it created of talking disparagingly 
of mundane affairs, operated in no small degree in bringing about our political 
degeneration and industrial decay.”—Presidential Address, Indian Industrial 
Conference, 1908. 

u The ethical ideals of the Indians are adverse to industrial development 
on n large scale inasmuch as they discourage and dissociate industry (except 
agriculture ) from culture. It is true that these ideals are being superceded 
by western ideals of material development in India but they still influence 
large sections of our community to a great extent and thus the chief motive 
impulse which impels people to acquire wealth has much less force in India 
than in the West, "—Praniatlm Nath Bose : 4 A History of Civilization under 
British Rule. ’ 

‘•A keen consciousness of the myriads of years with countless changes, 
lias been impressed upon a great bulk of Hindu population to an extent of 
ivhieh Western people cannot havo the least idea. How these ideas govern 
the life of the Indian middle class, is something which cannot possibly be 
conceived by other races. Under this psychic condition a man may ask as ta , 
what his duty is. And he will answer to himself that his duty is nothing. 
Whatever may happen, the ultimate end of all existing objects, whether 
living or lifeless, is to bo reabsorbed in the absolute. ”—S. V. Ketkav :• “ In¬ 
dian Economics ” 
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With regard to this view of the ideals of passivity, pes¬ 
simism and renunoiation of the Hindus and their influenoe on 
the Indian oharaoter, we may repeat that it is a dangerous 
half-truth at best and that the evidence of past history and 
present experience is entirely against ic. It is indeed true thrfF 
the Upanishads—the Vedanta philosophy—and Budhism whichi 
looked down upon the pleasures of the senses and exalted/ 
spiritual bliss and contentment at the cost of material desirea 
and sooial affections, had a tendency to emasculate human! 
energy and effort towards betterment- But it is a mistake VS 
suppose that the metaphysical speculations were intended for 
and had any abiding effect upon the majority of people or that 
they turned the mass of the population into pessimists or 
Sanyasis. The Dharma taught by Hindu philosophers, law¬ 
givers and preceptors, enjoined duties upon people which were 
calculated to make life in this world happy as well as to pre¬ 
pare them for the next. 

As we have observed already, there is abundant evidence 
to prove that till the use of steam power and machinery 
revolutionised the processes of industry in England, India 
could more than hold her own against western nations in the 
matter of all the means of material prosperity, and foreigners 
from the days of Megasthenes down to recent times have always 
been impressed as much by the materiel civilization of India 
as by its philosophies and religions. 1 Itr is curious to note in 

1 Burke, for instance, spoke of the Indian people, towards tne close of 
the 18th century in the following words :—“ This multitude of men does not 
consist of an abject and barbarous populace, much less of gangs of savages 
like the guaranies and chiquitoes who wander ;on the waste borders of the 
river of Amazon or the Plate ; but a people for ages civilized and cultivated 
by all the arts of polished life while we were yet in the woods. There have 
been ( and still the skeleton remains ) princes once of great dignity, authority 
and opulence. There are to be found the chiefs of tribes and nations. There 
is to be found an ancient, venerable priesthood, the depository of their laws, 
learning and history, the guides of the people while living and their con¬ 
solation in death ; a nobility of great antiquity and renown, a multitude of 
cities, not exceeded in population and trade by those of the first class in 
Europe ; merchants and bankers who have once vied in capital with the Bank 
of England, whose credit has often supported a tottering state and preserved 
their governments in the midst of war and desolation ; millions of indigenous 
manufacturers and mechanics, millions of the most industrious and not of 
the least intelligent tillers of the earth.”—Speech made in intoducing the 
East India Bill. 
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this connection that the East has been characterised by Wester* 
ners both as ‘gorgeous* and ‘barbario* and as spiritual and pessi¬ 
mistic. Here is a paradox that needs to be clearly understood. 

19. Reconciliation The so-called asoetio ideal of 
India did not stand in the way of the political, industrial 
and commercial development whiohwent on for oenturies under 
Hindu, Bndhist and Mahomedan emperors and kings. Works on 
Nitishastra, Dharmashastra, Shilpashastra and Arthashastra 
compiled centuries ago, embody principles and laws concerning 
administration, social organization, eoonomio functions, and the 
practice of arts and crafts and demonstrate beyond the shadow of a 
doubt how these matters were viewed from the point of view of 
communal and individual welfare and how the spiritual and the 
material aspects of human existence were satisfactorily harmon¬ 
ised by the teaohers and the statesmen even of remote antiquity. 
From the time of Kautilya’s Arthashastra to Abul Fazle’s 
Ayeen Akbari, the administration of kings has been inspired 
with the solicitude to promote the material and moral well- 
, being of the subjects and the prosperity of the rulers. For 
illustrations we need not go to the distant past. The story of 
^Vijayanaga r is instructive and its very ruins revive interesting 
memories. Shiva ii. a devout Hind u, a disoiple of 8aint 
Ramadas and an admirer of Saint Tukaram, laid the founda¬ 
tions of the Maratha kingdom -with the assistance of lead¬ 
ing men of different castes who were all under the spiritual in¬ 
fluence of the saints and prophets of Maharashtra, and Brah¬ 
min warriors like Balaji and the first Bajirao under similar 
influences, built up the Maratha empire. The Hindus had their 
civil and military administration, their wars and treaties, their 
palaoes and pleasure gardens, their luxuries and superfluities. 
Pursuit of wealth and glory took the Hindus thousands of 
miles away from their homes in the north and the south, and 
this does not look like an indication of the influence of the ideal 
of renunciation. If they did not start large factories and banks 
and did not carry on industries on a large soale, none of the 
western nations also did it till the dose of the eighteenth 
century. What is said of Hindu ideals to-day oan be said of 
the ideals of western races during the middle ages and three 
oenturies succeeding them, and of some European people even 
to-day. 
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Who would have dreamt two generations ago that Asiatic 
•Japan would attain that position among the modern nations of 
the world whioh she has now won for herself ? And yet Japan’s 
religion and philosophy were imported from this oountry, whioh 
was, for oenturies, a holy land for the Chinese and the Japanese. 
Why should India, with her eventful and proud reoord.not hope 
^to fake her proper plaoe-as a progressive and wealthy nation? 
In attributing the present eoonomio condition of the coun¬ 
try to depressing Hindu ideals, it must not be forgotten, besides, 
that a large portion of the Indian population is non-Hindu and 
is not hampered by those ideals; but the latter has not shown 
greater eoonomio activity. The statement of the view we have 
been discussing, is, therefore, a sweeping generalization and is 
not warranted by the facts of history and the tendencies of the 
present day. The eoonomio condition of to-day and the popu¬ 
lar attitude on life in India are only a passing phase, a stage 
of arrested development and of transition from one sooial eco¬ 
nomy to another. The fact is that no religion is more tolerant, 
elastic and adaptable than the Hindu religion and no philoso¬ 
phy is more comprehensive and adjustable to varied and 
varying situations than the ancient Hindu philosophy which 
inspires social life in India; and they do not and will not place 
obstacles in the path of the material and moral development of 
the people. Popular prejudices and sooial institutions like that 
of caste, may impede progress for a time and rooted beliefs 
will require some shaking; but they oan be and have been 
moulded to suit modern requirements. 

The acquisitiveness, the impulse whioh propels individuals 
to acquire and accumulate wealth, competition, restlessness, 
ambition and other industrial, aggressive and militant qualities 
of the people of Europe and America are a growth of the last 
two centuries. Western nations had to go through different 
stages of eoonomic growth bj fore they attained the present phase 
of their evolution. India, with her glorious history of more than 
6 
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three thousand years, may have to tread a similar path to come- 
in a line with other nations, and it is wrong to throw the blame- 
of her degeneration upon her religion and her culture. It is- 
interesting to notice, in this connection, that India's decay is- 
attributed by the ohampions of orthodoxy to the adoption by 
people of modern ideas and of western modes of thought and of' 


.conduct 1 And a revival of the past is preached as a remedy for 
fhe present national ills. The true reformer, however, wants a 
Revival of the ancient spirit of enterprise, sacrifice and duty 


^nd not of old usages and institutions. 


Home of the wealthiest and most enterprising Indian manu- 
facturers and merchants of to*day are people who are little tinc¬ 
tured with western civilization. Several of the Indian bankers, 
capitalists, mill-owners and traders who have adopted western 
methods of making money, are even renowned for their staunch 
orthodoxy in religious and sooial matters. The Marwaris, the 
Jains, the Bhatias, the Khojas and the Memans who aTe so re¬ 
markable for their business enterprise and acquisitiveness,have 
had little benefit of English education, and in faot, it is notori¬ 
ous that the small seotion of the population who have imbibed 
western culture and are trying to assimilate it, have, with the 
exoeption of the Parsees, praotically no share in modern wealth 
production. It is thus the unwesternised, unenlightened 
and uncultured classes, fully under the influence of old religious 
ideas, sooial customs and prejudices that are in the front rank 
of commeroe, banking and manufacture oarried on on western, 
lines, quite out of harmony with supposed Hindu or Muslim 
ideals. It is the modern methods of the production, exchange 
and distribution of wealth that have imposed on the west a 
peculiar stamp of modern civilization, and the expansion of 
inter-national trade, the rise of large industries and the growth 
of orowded cities in our midst, prove that Indians can adopt 
those methods without doing injury to old Hindu ideals. This 
point is clearly brought out by the impression the present day 
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Indian carrying on petty trade or industry in the Afrioan and 
other colonies, produoes on the European mind accustomed 
exclusively to Western ideas and habits. 1 

20. Indian Spiritualism • —Is Indian spiritualism then 
a myth ? Are the lofty Indian ideals of life, so often extolled, , 
only imaginary ? No ! Hindu philosophy does teach the sub¬ 
ordination of the flesh And the subjugation of the passions. 
Wealth and all other affairs pertaining to this world are spoken 
of in terms of depredation as a delusion and a snare, and 
people are exhorted to emancipate themselves from the tyranny 
of desire. Absorption into the infinite, the universal soul, is 
made the goal of human existence and it is to be attained by 
renunoiation. This teaching of philosophy has not, however^ 
made the Hindus monks and anchorities beoause their practical 
religion, at the same time, enjoins on them certain duties in this 
world peculiar to their station in life and their age. The 
essence of that teaching is rigid discipline and self-control 
which will prevent the individual pursuit of happiness from 
degenerating into greed and wickedness and will reconcile it to- 
the well-being of all. 

The Vedas bespeak a vigorous race of Aryans occupying 
the north-western parts of the land, and evinoing a lively desire 
to possess the goods of this earth and a keen enjoyment of j 
worldly pleasures. They pray to the gods for wealth and pro¬ 
geny and have no oaste barriers perpetuating economic divi- 


1 “ The Indian is a gentleman whom, for many reasons, I hold in high 
esteem, generally speaking*. He is not ashamed of his religion nor of his 
business or trade, and I believe the honest Indian 1ms an equal respect for 
the honest Englishman.As far as we, Englishmen, can see, he is Bri¬ 

tish to the backbone, quiet, unassuming in his general bearing, a hard nut to 
drive a bargain with, as economical as the proverbial Scotchman in business'; 
but outside that, liberal to a degree in his presents to those with whom he has - 
done business......The Indian was a trader, and an able one, when we Eng¬ 
lish were dressed in woad and wore stone hatchets, and the “ liundi ” system 
was established long, long before a bill of exchange was ever written. It is 
said that an Indian was the first to discover the Victoria Nyanza. n —Mr. W. 
H. Hooker : The Handicap of British Trade with special regard to East Africa 





44 


INDIAN K00N0MI08. 


sions and fixing eoonomio functions. There was a reaction at 
a later stage of'development among them, and * the strong love 
of the active virtues of fighting and hunting, chivalrous regard 
for women and the enjoyment of the pleasures of life generally, 
gave way to a philosophy which regarded life and being itself as 
a pain and oalamity, the bustle of the arts of peaoe and war as 
unrelieved weeping and lamentation.’ 1 But the new ideals 
never fastened themselves on the mass of people and have 
remained as ideals for a few to strive for and only to be respect¬ 
fully admired by the many as unattainable by common mortals. 
4 Business is busines s,* is a motto as muoh with the ordinary 
Indian as wltn Els" western brother. It does not mean dis¬ 
honesty, but it does not mean renunoiation either. And Hindu 
law-givers, teaohers and philosophers, who reduoed the pre¬ 
vailing oustoms to a system, far from turning their baoks upon 
this world, regard perpetuation of the race, maintenance of the 
family and the oreation and enjoyment of wealth as essential 
functions which human beings must perform.* 

The Dkarma Shastras assign a high place to the status of a 
-house-holder and the Smriti writers* lay down injunctions as to 
the regulation of individual and social life in all its spheres. 
They do not see any conflict between the every-day affairs of 
the world and the conclusions of philosophy and the tenets of 
religion. On the contrary, they emphasise the harmony of the 
two and in this reconciliation lies the seoret of the peculiarity 


1 Miscellaneous Writings of Mr. Ranade. 

2 * We find that Manu lias preference for Sanyasa , but he reconciles it 
with the claims of life, its duties and responsibilities, by assigning different 
periods of life for the fulfilment of those claims. His Ashrama-Vyavaatlia 
or the systematic regulation of duties during different periods of life, makes 
room for the life of a zealous, loving, enjoying, struggling, helping, aspiring 
house-holder when the senses are keen and limbs vigorous and for a life of a 
retired, calm, balanced, contemplative Sanya$i } when senses are benumbed 
and life shorn of much of its novelty and charm.’—A Gist of the Git a 
Rahasya by Mr. V. M. Joshi. 


3 Manu Smriti, III, 77-80; VI, 87-90. 
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of the religious ideas of the Hindus. Bhagmdgita * distinctly 
prefers a life of work and disinterested service to that of 
renunciation and thus anticipates the approved precepts of 
modern Ethios. The most striking feature of Indian spiritu¬ 
alism is its insistence on man’s preserving peace of mind, 
restraining passions and acting sympathetically towards and 
helping fellow-oreatures. It seeks to rid material life of its 
grossness, to raise it to the heights of disinterested servioe and 
to make it compatible with the attainment of perfect happiness. 
According to it, life [is a sacrifice.* The Indian Epics, the 
Mahabharata in particular, the Indian dramas and Indian 
poetry, are all pervaded by these same notions. Indian oulture 
beoame deoadent 1 2 3 in the Medieval Age and with a flash here 
and there, Indian society beoame stagnant thereafter. The 
renaissance has, however, already commenced and holds out 
bright prospects for the near future. 

It will thus be clear why the Hindu ideals of renunoiation' 
has not turned the Indian people into reoluses and how it has 
only placed the obligation of duty in this life on a highei 
plane. /Hindu philosophy speaks more of duties than of right* 
and hasldealized life ; and the ideal has exercised a regulating, 
restraining and guiding influence upon the people!) This is the 


1 The Divine Song ‘ is meant to lift the aspirant from the lower levels off 
renunciation, where objects are renounced, to the loftier heights where desires 
are dead, and where the Yogi dwells in calm and ceaseless contemplation 
while his body and mind are actively employed in discharging the duties that 
fall to his lot in life. That the spiritual man need not be a recluse, that 
union with the divino life may be achieved and maintained in the midst of 
worldly affairs, that the obstacles to that union be not outside us but within 
us—such is the central lesson of the Bhagvad-Gita.’—Preface to Mrs. Annin 
Besant's Translation of the Bhagvad-Gita. 

2 * vSfafW i 

n fffrr fair i 

—Daksha Smriti, III, 21, 23- 


3 See Havel’s Aryan Rule in India. 
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Indian spiritualism which has baffled 1 western observers and 
thinkers and misled them. In the works of poets like Kalidasa * 
we see the effect of this gospel of disinterested duty on the 
every-day life of the people, and that influence has been at 
work throughout the whole history of India. The problem 
before India now is how to adapt herself, while preserving the 
spirit and the essence of her culture, to changing conditions 
without falling into the errors into whioh the west has un¬ 
doubtedly fallen. While the West has rushed headlong into 
modern industrialism assisted by the triumphs of physioal 
science, India has stagnated and is suffering from the evils 
attendant on arrested growth. It is indeed desirable that she 
-should assert her old ideal and resume her career of develop¬ 
ment. But there is danger of apathy, born of stagnation, being 
mistaken for spiritual calm and of mental depression, resulting 
from national decay, being misunderstood as philosophic 
resignation. 

Can India assimilate whatever is good in western civiliza¬ 
tion, its high individual development, its energetic activity, 
its dean and successful methods and its ooroplete system of 
machinery ” without sacrificing the essence of her own culture ? 
To many thinkers 3 this is India’s mission. 4 It is believed 

1 When western students first applied themselves to the study of Indian 
philosophies and religions, they were struck by the strange theories and 
practices of the country. Some were perplexed by them, others condemned 
them as low superstitions -and a few were lost in admiration of Indian 
spirituality and culture. Mrs. Besant said in 1893 :— a For India’s future 
lies not in political ambition ; India’s future lies not in political greatness ; 
India’s progress is as a spiritual nation, as the teacher of tho world in 
spiritual truth. Even to-day she stands as a witness against materialism. 

—The Birth of New India, page 59. 

2 1 Rnghuvamsa.’ 

3 See Rabindranath Tagore’s * Nationalism. 1 

4 u It may be the mission of India, clinging fast to the philosophic 
-simplicity of her ethical code, to solvo the problems which have baffled the 
best minds of the west, to build up a sound economic policy along modern 
scientific lines, and at the same time preserve the simplicity, the dignity, the 
ethical and spiritual fervour of her people. I can conceive of no loftier 
mission for India than this ; impart purity of life to Europe and attain to her 
loftier political ideal ; inculcate spirituality to the American mind and imbibe 
the business ways of its merchants”.—Ilis Highness the Gaikwar’s Pro¬ 
vidential Address, Industrial Conference, 1906. 
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and stated that India was great when she was spiritually 
-strong. And it is right. Indian spirituality meant the devoted 
performance of duty, the development of the higher self 
in man, social service and sacrifice for the good of the 
oommunity. It is an attitude, an outlook, a motive foroe 
and must not be confounded with particular social institu¬ 
tions and oustoms whioh will and must change under 
varying conditions and’yet be animated by it. May we not, 
therefore, hope that India will maintain her spirituality while 
she will readjust her sooial and industrial system to new 
requirements and will grow in material prosperity ? 

21. Indian Sociology :—The faot must be emphasised 
that the range of Indian thought was not confined to metaphy¬ 
sical speculation and moral philosophy. The attainment of 
the highest spiritual bliss was indeed the supreme object to 
whioh every thinker and writer subordinated his subjeot of 
inquiry and solicitude; and the impression has been consequent¬ 
ly created that the multifarious activities ot man as a member 
of society, his position as a citizen and as a producer and con¬ 
sumer of wealth have been ignored or treated with soant courtesy. 
This is, however, a grave mistake. Every branoh of individual 
and social interest was carefully attended to, and specialized 
investigations and studies were pursued with a view to their 
yielding results of sooial utility. The numerous soienoes and 
arts which attained great development and fame in this country 
demonstrate the richness of Indian civilization. We have 
thus sooial scienoes like Artha-shastra, Yarta and Niti-shastra 
and arts and sciences like Shilpa-shastra for instance, treating 
of the construction of palaces, images, parks, houses, oanals 
and other works. 

The maintenance of sooial organization on a stable founda¬ 
tion was a subjeot of momentous interest to Indian thinkers 
as they had to face raoial, political and sooial problems not 
unlike those whioh modern statesmen are being called upon to 
solve. The assimilation of different races, the division of people 
into classes, their relations to one another, the economic func¬ 
tions they were to perform, their legal rights and obligations, 
the technique of various professions and trades and the details 
of administration, therefore, constituted the varied material of 
disoussion and regulation. Sooial phenomena were analysed 
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and studied and were also synthetically considered and dealt 
with. Hence the number of Boienoes referred to above and’ 
the systematic regulation of individual and communal life. 
Treatises were written on the subjeots and sohools of thought 
came to be founded. The Dharma shstras are thus partially 
works on sociology but those on Niti-shastra are peculiarly so. 
The sooial system of Varnashrama Dharma was designed to 
regulate individual and oommunal life according to principles 
which were calculated to make for the greatest good of the 
greatest cumber. The author of Shukra Niti, for instance,, 
speaks of Niti shastra as the spring of virtue, wealth, enjoy* 
ment and salvation, and distinguishes it from other Bhastras 
(which treat of certain specialized departments of human 
activities) as being useful to all and being the means in all 
cases for the preservation of human society.' Referring to 
grammar, logio and the Vedanta philosophy, he asks if these 
specialized soiences are of any avail to persons following 
their ordinary avooations in supplying them with skill and v 
intelligence, and tries to bring out the special importance of 
sociology. 


22. The Economic Motive l -The “ economic man,” a 
oreation of the classical economists, it is now agreed, was a 
caricature, and the idea required and has obtained a proper 
corrective. We do not, however, think that the assumption 
of desire for gain and self-interest as a powerful normal motive' 
of ordinary human ’oonduct is altogether wrong. “dUltiOft. 
without..regard for reward or fruit thereof,” is a principle in¬ 
sisted upon by Indian religion and philosophy and it constitutes 
their peculiar merit. But it is a sad mistake- to suppose that 
the economio motive was absent or inoperative and was not 
taken aocount of in India, as is some times done. While fully- 
recognizing the superior value of human actions not animated 
with a desire for reward, Indian sociologists, as practical men, 
sake due note of the eoonomio motive as a powerful factor 
determining individual activities, social usages and national 
Institutions. That every one wants and seeks happiness in 
this world, Is a paten t fact which they assume in dealing with 

1 “ sSetewvsurbgfftJIfarj ‘ 

—Shukra Niti, I, 5,11. 
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«oonomic problems of all kinds. As is usual in such cases,i 
Manu, for example, speaks of mundane happiness and j 
supreme spiritual bliss as two goals of human oonduot reoog■/ 
nized by scriptures, with a preference for the latter, and pres j 
cribes rules for the right kind of worldly life for ordinary! 
people so that they may attain happiness even through iir 
with ease. 1 2 

The religion for the niillion in India is deliberately based 
on the above considerations, and henoe our repeated insistence 
that what Indian spiritualism means is not an entire lack or 
suppression of the material instinct in one and all but its sys¬ 
tematic corelation, regulation and oontrol. This Bystem of 
social regulation required by the need of stability and enforced 
by the necessity of securing continuity, made the organi¬ 
zation strong and compact while, at the same time, rendering it 
rigid and difficult to change. Stability was, in this way, pur¬ 
chased by the sacrifice of elasticity. The economic motive, how¬ 
ever, proved too strong for the artificial barricading of sooial 
restrictions, imposed with the authority of religion. The con¬ 
nection between the eoonomio want and the human effort to 
gratify it, 'is fully recognized by Manu who says that "to act 
for rewards is not laudable, yet an exemption from that desire 
is not ( to be found ) in this ( world ) : for on that desire 
is grounded the study of the Veda and the performance of 
the actions, prescribed by the Veda. ’’ * Disinterested 
performance of duty in every station of life and for family and 
public good, is the ideal and the disciplining and controlling 
consideration, but the desire of gain and material improvement 


1 Manu : XII, 88-92. i 

^ %f^R.n««ii 
s? vr sort t 

ftwrf W’qjS a far* it h 

5fTT*rc^|rt ii % II II 

2 ‘ 3T?TW ffcVT I 

ii # ii 

—Mann, II, 4. 
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is normally present and has to be taken into account. 1 This 
being so, the question now is, shall not social organization in 
India be adjusted to the necessities created by the situation'and 
the opportunities opened by the triumphs of physical scienoe 
and shall not Indians take their proper place in the march of 
modern civilization? 


#11 <TC1 fll#: iFVl II 

—Narada Smriti, HI, 45-46. 
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23. Importance of Production The last two Chap¬ 
ters were devoted to a preliminary survey of the field of study 
which will now be explored and were designed to prepare the 
reader for entering upon the task which ;bas been undertaken 
in this book. The general nature, the scope and the purpose of 
Indian Economics hare been indicated and the Indian outlook 
on material progress has been examined. We are, therefore, 
in a position to embark upon a detailed investigation of the 
conditions in which wealth is produced, exchanged, distributed 
and consumed in India \ and in doing so, we may suggestively 
put forward one interesting question whioh can not fail to 
obtrude itself upon the attention of the inquirer. How is it 
that the people of Jhis country are so poor in spite of thei 
natural and othe^advantages whioh tills sub-continent of India! 
enjoys ? Variety Si climate, rioh, fertile soil, abundant supplies! 
of minerals, an industrious, skilled and peace-loving popula¬ 
tion, a progressive government and an enlightened, modern 
administration—these resources and means^pf material pros¬ 
perity ought to make India a wealthy nation. How is the 
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anomalous position then to be aooounted for ? 1 Is the expla¬ 
nation to be sought in the lethargy of the people, their dullness 
and absence of enterprise or in defective organization of 
industry and out-of-date and inefficient eoonomio methods ? 
To what extent is laok of State encouragement and direction 
responsible ? What contribution do these faotors, severally or 
jointly, make to the result ? Our investigation ought to supply 
an answer. 


It being assumed that the well-bein g of the people in India, 
as in other countries, depends upon the amount and rm nlito...of 
wealth they can produc e, the main problem whioh demands 
attention is how to increas e the supply of the neoessaries of 
life and of comforts which constitute what is known as the 
standard of living and the national divifo pd and whioh fall to 
share of the different classes that make up the community. 
.The consumption and enjoyment of wealth in various forms is 
The essence of the material aspect of human life, and a people 
can consume only what they produce and can seoure in 
exchange for the wealth they can dispose ot^> Wealth-produc¬ 
tion is, therefore, a human activity of capital importance, 
being the only means of securing material enjoyment, charity 
I and theft being, of course, ruled out of account. ^The general 
(standard of living is admittedly low in India ancT the people 
(are poor because the quantity of wealth produced by them is 
Ismail. Whether the income per head of the population is 
Uts. 30 or Rs. 60, the poverty of the country is an undisputed 
facO We undoubtedly hear of poverty, [destitution and misery 
injragter n countrie s and of the endeavours made there to cope 
with the evil. But [the eoonomio situation in India in this 
respect is radically different from the one that confronts other 


1 The position will be found tersely summed up in the following observa¬ 
tions of Cunningham :— 1 A population of peasants ignoraut of everything 
but the simplest and humblest forms of life, is maintaining itself, by rude 
and comparatively unprofitable agriculture, at a low level of existence. The 
life of millions is one of few pleasures and constant hardships, varied by 
signal privations whenever any vicissitude of a precarious season lessen# 
the available supplies of food in any locality, Meanwhile the whole physical 
world around them rich in innumerable opportunities for the creation of 
wealth, is to a great extent unutilized and almost unexplored.’—“ British 
India and Its Rulers.” 
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|n»tiona. /Here we have a big defioienoy of life's neoessaries ; 
(there, theyhave a large surplus to deal with.) The eoonomio 
; dislocation caused by the War in Europe, has thrown the 
contrast into bold relief. The artificial prosperity of the war 
’-times was there succeeded by a reaction which made eoonomio 
[conditions much worse than in pre-war days. Owing to general 
exhaustion, the demand for British goods, for instanoe, in 
other countries, was re'duoed and one important avenue of 
wealth-creation was thereby blocked. The burden of taxation 
[and of public debt was heavy and industrial costs were high. 
There was a good deal of unemployment, the nation lived upon 
capital, income was reduced and the high standard of living was 

S hreatened. Strenuous efforts have, therefore, been made to 
ncourage export trade and to speed up production so as to 
norease the national dividend. Increased production has been 
[declared to be the most urgent need of Europe and this phase 
of economic development throws very interesting light upon 
>the normal position in India where wealth-creation is in¬ 
adequate. s 

Glaring inequalities in wealth distribution and the feel¬ 
ing of injustice caused thereby in the working olasses, is the 
principal cause of labour discontent, industrial oonfiiot and 
the growth of socialism in the West. The remedies contem¬ 
plated for the correction of the inequalities are calculated to 
exert a far-reaching effect upon the methods and organization 
of production and, therefore upon the whole social structure. 
Distribution of wealth in India has not been and is not, of 
course, ideal, and will demand greater attention with the rapid 
development of large-scale production. Wages of labour must 
certainly rise and the working classes in India are, in fact, be¬ 
coming conscious of what is due to them and of what they are 

“ Poverty in England, or America or Germany is a question of the 
. distribution of wealth. In India it is a question of its productior)....Suffice 
[ it to say that if it (the income ) has mounted to any considerable degree 
• sinco the Commissioners in 1880 estimated it at £2 per caput, it is still 
| infinitely below that of any of the leading nations in Europe, if not actually 
the lowest in the world. ”—Loveday : The History and Economics of Indian 
Famines. 

2 It cannot be said of Indio as it has been said of England ( H. R. 
Hodges ! Economic Conditions : 1815-1914.) that ‘the past has been devoted 
\to the accumulation of wealth, the future is to its more equal distribution,’ 
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defrauded by the employers and by their adherence to custom. 
But in order that the share of the workers of different grades 
and kinds may be increased, the total national Income must, 
in the first place, be considerably augmented, and it must keep 
pace with the steady growth of population and the requirements 
of a higher standard of living. By what means this end shall 
be attained is, therefore, the important problem which demands 
solution. The present state with regard to the standard of life 
of the bulk of the people in India is simply wretched. It is not 
factory workers and unskilled and skilled labourers alone 
whose condition demands attention: the lot of small culti- 
vators and crafts-men is still worse. Their homes, their food, 
their clothing, their health, their education, are all unsatis* 
factory and need radical improvement. There is not enough 
wealth in the country, even in the form of necessaries, to go 
round. The wretchedness, squalor, poverty and depressed 
mentality which prevail in the country, require wealth-pro¬ 
duction on a larger scale so that the elementary wants of the 
people may be satisfied and opportunity may be provided for 
an improvement of the standard of living . 1 

24. Physical Features: —Man procures food, clothing, 
shelter and ornaments by exerting his physioal and mental 
powers on material furnished by nature. The moTe efficient 
the instruments and methods he can employ, the more easy and 
productive is his effort at wealth creation. fMan’s progress lies 
in his effective utilization of the means furnished by and wrung 
, >ut of nature by his foresight, ingenuity, skill and industry. 

! ,and, labour and capital are the three essentials of production, 
nd to increase their supply and to make them more efficient, 
i to provide for a larger production of wealth^In this ohapter, 
we propose to deal with the first of these faotors of production, 
viz. land, whioh means not only the crust of earth lying upon 
the surface of our globe, but all natural phenomena and sur- 

1 ‘‘The first consideration is that India is a very poor country. The 
people as a whole want a large increase in wealth to satisfy their most urgent 
wants: many of them want more nourishing food, better clothes, better 
houses, better health, better education, to name only a few of these wants : 
and any Bystem of production that will give a large increase of wealth is 
desirable because it will give a chance of satisfying some of these most 
urgent wants. ”—W. H. Moreland : An Introduction to Economics. 
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roundings like the olimate, rainfall, the seas, the minerals in 
the bowels of the earth, forests, rivers, hills, valleys, plains and 
lakes &c., whioh all play and are made to play a part in the 
production of wealth. Civilized man conquers the forces of 
nature and bends them to his use. But individual and national 
character is itself largely shaped by man’s natural environments, 
particularly in the earlier stages of his progress. With the 
different branches of the human race, are associated certain 
^exclusive characteristics, and the Aryans, the Semites, the 
Mongolians are thus distinguished from one another. The 
Aryan stook dominates the Indian population, and the Dravi- 
dian and other races have been completely brought into the pale 
of Aryan civilization. 


In the last Chapter we discussed the relation between the 
material development and the religious and social ideas of the 
Indian people, and without attempting here to interpret their 
political, social and economic history in the light of the coun¬ 
try’s natural characteristics, we may generally observe that the 
latter have visibly stamped themselves on the life of the Indian 
communities and contributed to the moulding of their destinies. 
The intimate connection between the natural features and 
peculiarities of a country and the civilization of the people 
inhabiting it, is too well-known to need more than a passing 
reference, and the history of Greece and Rome in ancient times 
and of England, Holland and Japan in our own, brings it out 
with remarkable dearness. The insular position of England, 
the nature of its coast line, the looation of its coal and fron 
deposits and its climate have very largely determined the des¬ 
tiny of its people. £The vast dimensions of this country, its, 
mountains and rivals, its hot, moist and cold climates and its! 
partly continental and partly peninsular character have ham 


similar effects upon the Indian population) It is not to be 
wondered at, under the oiroumstanoes, that‘'provinces and even 


districts display a striking variety in economic conditions. 


social manners and other characteristics of the people. 


The India with which we have to deal as an economic unit, 
is a sub-oontinent being hammered into a nation and is, there¬ 
fore, a subjeot of study of unique interest With the North¬ 
west Frontier Province on one side and Burma on another, it 
Is like a federation of peoples whose natural and artificial 
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boundaries are being levelled down by the unifying prooess of 
modern civilization and of one oommon law and governments 
The northern portion of India is continental, being a part of 
the continent of Asia while the southern half is peninsular,, 
being surrounded by the sea on all sides except the north. 
The former is in the temperate zone and the latter in the tropics. 
The greatest length of the country is nearly 2,000 miles and 
the greatest breadth about 2,500 miles* The land frontier is 
about 6,000 miles in length in all, and the ooast line measures 
nearly 5,000 miles. India is fifteen times as large as the United 
Kingdom in size and equals in extent the whole of Europe with 
Russia taken out of it. The Himalayas on the north and the 
long coast line on the south, have been the impregnable defenoea 
of India, and the enemy could conquer the country only by 
breaking through these barriers. The political and the eoonomic 
significance of the northwest frontier and the ooast line, is as 
great to-day as in' the past many oenturies. The ooast studded 
with numerous harbours, large and small, afforded the means 
of communication with the outside world and has, since the 
earliest times, contributed to the maritime, shipping and oiviliz- 
ing activities of the people. 

25. Striking (Characteristics :—British India extends 
from E. long. 61° 40' in the extreme west|to E. long. 101° 15' in the 
east and from N. 37° in the nnrfch to U, K° in the south. 
It falls into four well-marked divisions: the big* mountain 
ranges in the north-west, the north and the north-east; the 
extensive plains dominated by these mountains and fed by the 
large rivers issuing from them; the table land of the Deooan ; 
and the long strips of land lying to its west and east on the 
, Malabar and the Coromandal coasts. T he Himalayas pla^r an 
Important part in determining eoonomic conditions as they 
; regulate the rains, the winds, the heat, the cold and the mois- 
l ture on which depends the food supply of the people. The his- 
\ toric plain of Hindustan is watered by the Indus, the Ganges., 
the Jumna and the Brahmaputra and is enriohed by the fertile 
aluvial soil washed down by them. The eastern portion of this 
plain has the heaviest rainfall whioh goes on decreasing to- 
| wards the west till in the south of the Punjab, there is searoely 
any rain though the soil is fertile and needs water for produo* 
;ing rioh crops. This plain as well as that in the south having 
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the advantage of large rivers and of subsoil water tapped by 
means of wells, oontains very dense populations oompared with 
other parts of the country. On acoount of its large rivers and 
rioh soil, the plain of northern India became the home of 
ancient Aryan civilization and the birth place of religions 
and empires. 

The Vindhia mountains and the system of hills connected 
{with them separate northern from southern India with its ex* 
tensive Deccan plateau. From them run, towards the south 
{and parallel with the sea, the ranges of the western and the 
.eastern ghats, the former outting off a narrow strip of territory 
from the rest of the peninsula and the latter leaving a broad 
,piece of land irrigated by rivers like the Mahanadi, the Goda* 
'vari, the Krishna and the Kaveri and thus accessible to the 
^influence of material civilization. “ The Deooan rive rs, like 
most rivers in plateau regions, flow "In deep gorges and are 
/therefore, of little value for either irrigation or commuication 
and it will be seen that there is no town of any size or impor¬ 
tance on any of the Deccan rivers.” 1 The Deccan table land 
/slopes from the west to the east, the mountains in the former 
.being higher than in the latter. The western ghats reoeive their 
f full measure of benefit from the south west monsoon but they 
^prevent it from being shared in a generous measure, by the plains 
lying to the east. The big rivers of central and southern Deccan 
I spread their silt as they flow to the east andfall into the Bay of 
/ Bengal and thus enrich the coastal plain. (/These rivers whose 
water is wasted into the sea, are blooked in convenient places 
(and are in this way utilised for irrigational purposes by the in¬ 
genuity and labour of manT^The Godavari, the Krishna, and 
the Kaveri have their ourrents dammed and partially diverted 
' for productive purposes to the great relief of the agricultural 
* industry. The western ghats produced the struggling, hardy 
i race of the Marathas and the eastern ghats provided centres 
I for wealthy kingdoms and empires. Burma appears, as an 
Indian province, to lead a life of its own in a corner of the sub* 
continent, out off from the influences which shape the history 
of the nation. It is a oountry full of hills, rivers and forests, 
and nature seems to rule there in all her grandeur. Lower 
Burma partakes of the physical features of Lower Bengal, and 

l C. B. Thurston •• “Economic Geography of the British Empire 

8 
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upper Barms is hilly sad less fertile. The forest snd the min¬ 
eral wealth of Burma is, however, immense, and that piotures- 
<juo oountry is full of great eoonomio possibilities. 

26. Climate and Crops Apart from the raoial charac¬ 
teristics which distinguish the people inhabiting the different 
parts of the oountry, varieties of climate determine their 
productive activities, staple food, orops, clothing and housing, in 
short, their manner and standard of living. There are, in India 
great varieties of climate, dryness and moisture, heat and cold. 
Extremes of temperature in the northern parts are striking: the 
summer bringing the greatest heat and the winter most intense 
-cold. This variation is on a small scale in the southern parts, 
where there is practioally no cold season and only the normal 
theat is mitigated. Rainfall likewise ex hibits similar variations. 
The fall of rain depends on the movements~oTfhe winds and the 
temperature and the level of land. Monsoon winds blowing 
from the south west bring abundant rain to the western parts 
of the peninsula and to southern Bengal and are obstructed by 
the ghats before they can reach Sind and Rajputana or can 
drop any large quantity of moisture in the interior of the 
country. This wet season lasts from June to September. The 
Madras Presidency reoeives its moisture from the north east 
monsoon in the closing months of the year, and this rainy sea¬ 
son is comparatively shorter. In northern and western India, 
this beoomes the winter rain which gives crops of the second 
agricultural season. 

It will have been observed that there is no uniformity or 
evenness in the fall of rain in India, the average for the whole 
c.untry being about 45 inohes, and Sind, for instance, having 
little or no precipitation while Cherra Punji between Sylhet 
and Assam receiving as much as 600 inohes in the year* Then 
again, the rainfall is concentrated in a brief season, and its 
failure at the proper time means the ruin of the agricultural 
industry. The far-reachi ng effects of the peculiaritie s of the 
rainfall, can be traced in the production, exohange, distribution 
and consumption of agricultural wealth all over the country. 
Hence the need in several portions of the country of storag e 
works, and irrigatianal-canals. Artificial irrigation is a dire 
necessity in the dry portions of the Punjab, the Deocan 



. Total area sown in 1919-20* 

. .. (MILLIONS OF ACR ES) 

Total Area gown . .. 

Area, underfood crops (unshaded). 

Area under non food crops (shaded) . . 


256 

211 

44 



'Iota - other food crops- 1 arf minor food-grains* condiments and spices , 
and miscellaneous rooo crops. 

OTHER NON-FOOD CROPS ARE OIL EPOS OTWt R THAN 5E&AMUH, 
LINSEED, RAPE ANp MUSTARD. FIBRES OTHER THAN COTTON ANl 
UUTE; DYES; DRUGS AND NARCOTICS;AND MISCELLANEOUS NON-FOODCR 

[AGRICULTURAL STATISTICS OFINDlA.l (TO FACE PAGE 58.) 
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plateau and eastern portions of the M«.Hr«.a Exaaidaooy There 
jare two orops taken out of the soil in the two agricultural sea- 
Isons, viz. the Kharif and the Rabi, the first being harvested in 
[autumn and the seoond in the spring. The natural features 
described above, determine the nature of the crops and the 
methods by which they are raised. Agricultural production 
has, therefore, beoome specialized to a considerable extent in 
the different parts of the country. 

Wheat, which requires a cool olimate, is the staple crop of 
north-western India, and rice is grown in the warmer and the 
damper parts of the country like Bengal and south India where 
there is an ample supply of water, and the millets and other 
grains are produced almost everywhere. Different climates and 
soils are congenial to the production of different crops and thus 
i industries like those of jute, cotton, indigo, tea, sugar &c. have 
.been localized in-certain provinces. Rice cultivation predomi¬ 
nates in Bengal, Bihar and Orissa, Madras and Burma. In 
wheat production, the Punjab occupies the place of honour, the 
United Provinces, the Central Provinces and Bombay coming 
after it at a long distance. Bombay an d Madras are the prin¬ 
cipal producers of Jawar and Bajra. 5Ta3rasT?Ee United Pro¬ 
vinces and the Central 'Provinces are the principal producers 
of oil seeds. The Uhited J^Qylnee^havfl-thftlargfig la rea un der 
sugar-cane. ancTtSorefore a flourishing sugar industry, while 
the other Provinces have just enough cane cultivation to yield 
them the raw sugar required, refined sugar being imported from 
outside. Bombay, the Berars, Madras and the Punjab have 
practioally a monopoly of cotton production and Bombay leads 
In cotton manufactures. T '2*?.. _.C" ^ *'^ti rin ~ njia Juta. factor!q* 
are the monopoly of Bengal. Indigo cultivation is shared be- 
tween Bihar and. Madras and dye materials are contributed 
mainly by Bombay. Tea is grown in Assam and Bengal; Coffee 
in MeTdi rasand Coorg., "The accompanying tables show the dis¬ 
tribution of the different orops over various Provinces in India. 
As the statistics are intended to show very roughly the broad 
distribution of the crops over provincial areas, it has not been 
found neoessary to bring them upto date, variations from year 
to year not being of material importance for the purpose in 
hand. 
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27. Forests :—Another valuable gift of nature oonsists 
of the forests with whioh a community may be favoured. In 
the earlier stages of civilization, man finds it necessary to 
destroy forests and clear the land for settlement and cultiva* 
tion. This accomplished, it is to his interest that natural wealth 
in the form of woods, should be conserved and eoonomioally 
exploited. The history of India shows how the land was at 
one time covered with thick forests and was gradually won 
over to civilization. With the oonsoiousnss of the numerous 
uses to whioh forest products can be put and the growing 
depletion of the world's resources in this regard, the importance 
of forest conservation is coming to be reoognised more and 
more keenly. India is favourably situated in respeot of this 
wealth abundantly planted by the hands of nature on its 
[mountains and hills. The forest produce of this country is 
[rich and varied and its economic possibilities have fortunately 
pegun to be realised. 


Excellent qualities of timber, fibres, grasses, distillation 
products, oil seeds, tans, dyes, gums, resins, rubber, bamboos 
canes, drugs and spices are found in the Indian forests. At 
one time, no attention was paid to this valuable national asset, 
and the forests were left to themselves to be destroyed or 
Joonserved. During the last sixty years, the State has steadily 
[attended to the proper exploitation of the forests under its own 
icontrol. It has now dawned upon all that they are not only 
an important souroe of revenue to government but a great 
national economic asset, for the forests are calculated to 
supply valuable raw material for various industries connected 
with the building of houses and ships, furniture, wood pulp, 
>aper, tanning materials, matches, resin, turpentine &c. Indian 
'orests were extensively drawn upon for furnishing war 
aterial, and the conviction then dawned upon the official 
nd the public mind that " the development of the economic 
ripsouroes of the Government Forests has not yet received the 
Attention which it deserves and which it will certainly receive 
ifn the very near future.” 1 


Nature’s gifts like forests and minerals can be of substan* 
tial use to man only if they are properly exploited. We are 


1 Indian Munitions Board ; Industrial Handbook, 1919. 



MINERAL WEALTH OF INDIA. 


65 


her* concerned to show the else and the oharaoter of the foreet 
resources of the country and the question of their exploitation 
must be dlcousced in another plaoe/There are immense forests 
whioh are not owned and managed uy the State in India and 
are in private hands. Government forests are classed as 
“ reserved/* “ protected*' and “unclassed.” Those of the first 
class are intended to be maintained permanently for the supply 
of timber, fuel and other produce, for the protection of water 
supply and similar other purposes. Those of the seoond olass 
may be in a state of transition to the first or may remain 
permanently in the same olass. The unolassed forests are, 
unlike those of the other classes, allowed to be used by the 
publio, subject to a few or no restriction^ Out of the 2,51,468 
square miles of forests under Government management in 
1918-19, whioh is 23*3 per cent, of the total area, (10,80,794 
square miles ) of British India, 1,01,639 square miles or 9*4 per 
cent, were reserved, 8,557 square miles or 0.8 per oent. were 
protected, and the remaining 1,41,272 square miles or 13*1 per 
oent. were unolassed. The following table shows the area 
under forests in the different Provinces:— 


Province. 


Bengal ... 

Madras 
Bombay 
U. P. 

Bihar & Orissa 
Punjab •a* 
Burma 

C.P.& Ber'*r... 
Assam 

N. W. Fr. ...j 
Ajmer 

Baluchistan... 
Coo rg 

Andamans ... 
Total 


Total area Forest area in sq. miles Proportion 

an mil Ad -—7-1-of forest tc 

1 8 * .Reserved (Protected jUnclassed. total area. 



28. /Mineral Wealth of India *—Of equally great or 
perhaps of greater importance to the progress of a nation are 
the supplies of minerals whioh are entering more and more into 
the modern mechanism of industry and even into the domestic 
lives of people. The nse of iron and steel has been fast ex* 
pending, and eoal and petroleum have beoome indispensable 
means of eeonomio progress. Control of this mineral wealth ia * 
to-day the key to political and eoonaeaio independence and 
-domination. It ie no exaggeration to -say that eoal nod oil now 
oooupy in-national Ufa and .international competition, a place 
similar to what the precious metals held in Kurope in the days 
9 
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.of Mercantilism. In the matter of mining, metallurgy and 
metal manufacture, ae in other respects, India was, for centuries, 
self-supporting, and in advance of other countries. The com¬ 
parative insignificance of India in this connection at the 
present day, is accounted for by the same oauses as explain 
the deoadenoe of other indigenous industries of the country viz. 
/the competition of western nations armed with soientifio and 
leoonomical processes and machinery. No industry has a 
jphanoe of suooeeding in these times whioh is not oarried on on 
a large scale, oan not utilise bye-produots, oan not seoure 
oheap raw meterials and does not use efficient machinery.’ 
Indian mining and metallurgy, small-soale and orude, though 
famous at one time, was driven to the wall under these circum- 
tances. 

It was long believed that the mineral deposits of India were 
not worth consideration as they were not business propositions. 
On the other hand the demand for steel, iron and other metals 
went on increasing in industries and trade. The prejudice has 
latterly been dispelled and large works have been successfully 
installed. Bengal, the Central Provinces, Burma and Behar 
and Orissa are the provinces where rioh mineral deposits have 
been discovered and it has been proved that they oan be com¬ 
mercially exploited. The important eoonomio principle that 
far from production determining the values of commodities, 
the values at whioh commodities oan be placed on the market 
determine whether there will be production and how muoh of 
it there will be, is illustrated by the fact that many ooal mines 
in India oan not be worked owing to transport difficulties and 
heavy oharges connected therewith. What are the mineral 
possibilities of this country was made dear by tha experience of 

j 1 “ Tbe feature that stands out prominently in a survey of the mineral 
Resources of India is the fact that while striking progress has been made in 
{recent years in opening out deposits from which products are obtained suitable 
for export or for consumption in tbe country by what may be called direct 
processes, very little has hitherto been done:to develop those minerals that are 
associated with the more complicated metallurgical and chemical industries. 
Tbe explanation is to be found, to a great extent, in the importance of bye- 
products in modern metallurgical and ohemical developments. ” It is, there^ 
fore, maintained that “ A country like India must be content to pay the tax 
of imparts, until industries arise demanding a sufficient number of ohemical 
products to complete an economic cycle, and India does, in fact, import at 
present large quantities of metals and mineral products while possessing in 
many cases tbe mineral resources required to supply the demands in question. 
There is thus great scope for the development of mineral industries for sup¬ 
plying the internal requirements of th« country, quite apart from any markets 
that might be found abroad.'?— Decennial Moral end Material Progress Beport, 
flee also Sir T. HoIladM’s Sketch tftkt Jfis sK s l Mssss re s s 
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war time when India was thrown on her own resources and 
had besides to help the Empire by manufacturing commodities 
whioh would ordinarily have been imported. 1 

We give below a statement showing the quantities of the 
various minerals raised in British India during the past few 
years:— 


IT 

«"* { r” 

«•“ 

Petroleum 
Chromite | 

Diamonds [ ca ™‘ 8 
Oraphite | 
bon Ore j 
Jadestone (b) j °^ 8 
Magnesite 
Manganese ore 
Mica [*£ 

Rubies j °™* 8 
Saltpeters (o) | C j[J 9 
Tin-ere {°£ 8 


1895^96 

1905—06 

11,63,381 

61,58,189 

12,91,137 

66,20,889 

35,40,019 

1,29,33,303 

84,17,739 

2,12,91,649 

258,158 

1,72,32,876 

630,816 

3,62,34,572 

13,003,748 

15,39,231 

144,798,444 

90,63,051 


2,708 

52,230 

215 

19,506 

172 

37,112 

*•« 

2,324 

2,53,338 

46,653 

2,77,886 

1,02,529 

207,399 

4,406 

5,74,960 

2,593 

8,87,060 

... 

2,063 
(o) 8,252 

15,816 

10,7,636 

253,896 

32,71,565 

10,231 

10,72,213 

31,554 

23,94,413 

89,960 

6,75,059 

266,584 

13,25,106 

421,784 

63,59,534 

336,464 

38,53,340 

440 

23,464 

1,527 

1,48,570 


| 1914—15 

1917—18 

! 13,48,225 

! 72,49,350 

14,27,653 

1,47,47,360 

1,64,64,263 

5,86,10,695 

1,82,12,918 

6,76,74,681 

607,388 

3,50,75,330 

5,74,293 

333,283,40 

259,342,710 

1,43,78,470 

282759523 

1,63,94,473 

5,888 

39,160 

27,061 

3,93,226 

55 

11,867 

18 

27,396 

• •• 

103 

8,205 

441,674 

6,10,001 j 

413,273- 

5,19,652 

4,971 

10,05,771 

3,609 

12,89,170 

1,680 

3,453 

18,202 

2,18,384 

682,898 

1,31,58,965 

590,813 

2,25,16,201 

40,506 

13,21,351 

40907 

21,24,072. 

304,872 

6,4,6,988 

108200 

7,79,467 

316,211 

42,01,476 

4,43,63fr 

$3,02,234 

5,395 

3,29,276 



1 See Indian Munitions Board’s Hand Book, 1919. 
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The distribution of ooal production by provinoes is shown 
In the following statement 

Goal Mines. 


Production of Coal in each Province and State in India. 



1901—5 

1906—10 

1911—15 

1917 


average 

average 

average 

Burma 


• •• 

••• 

... 

Assam 



296,000 

301,480 

Bihar & 7 

Orisa $ 

2,332,000 

6,796,000 

9,669,000 , 

11,932,410 

Bengal 

4,149,000 

3,526,000 

4,463,000 

4,631,571 

! 

Punjab 

55*000 

55,000 

| 

66,000 

49,860 

N. W. F. 1 

Province J 

• •• 

• •• 

••• 

215 

Baluchistan 

34,000 


49,000 

40,785* 

Central ) 

Provinces $ 

167,000 


256,000 

371,49a 

Madras 

... 

•a* 

• at 

• •• 

Total. 

7,001,000 

10,896,000 

14,739,000 

17,327,837 


Another mineral of considerable importance is petroleum* 
and its production in India has shown a gratifying increase 
\ within recent years. “ Petroleum is found in India in two dis¬ 
tinct areas—one on the east, whioh inoludes Assam, Burma and 
the islands of the Arakan ooast. This belt extends to the pro¬ 
ductive oil fields of Sumatra, Java and Borneo. The other area 
iis on the west, and inoludes the Punjab and Baluohistan, the 
Lame belt of oil-bearing rooks being continued beyond the 
jborders of British India to Persia. Of these two, the eastern 
area is by far the most important, and the most suooessful oil 
fields are found in the Irrawaddy valley.” 1 The growing de- 
mand for kerosene in this oountry for industrial and domestic 
purposes is being met on an increasing soale by oil locally pro¬ 
duced. In gold production, the Kolar gold field in Mysore is 

1 Statistics of British India—Commercial. 
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an easy first, aooounting for 93 per oent. of the total Indian 
•output in 1917. The Anantapur mines in Madras come second 
at a respectful distanoe, however, with their contribution of 3*6 
per cent, of the total. The Nizam’s mines at Hutti in Hydera¬ 
bad come next, but their output is insignificant. 

The Bengal Iron and Steel Works and the Tata Iron and 
Steel Company raise their'iron ore from mines in Bengal and 
Orissa. The mining operations in the other provinces are 
oonduoted on a small soale and for the use of small old fashion- 
ad furnaces. The output of manganese has shown remarkable 
increases within reoent years. The industry was first started 
in the Vizagapatam distriot, but the Central Provinces were 
found to possess richer deposits, and the latter now ocoupy the 
•dominating position in respect of manganese. Wolfram shot 
into prominenoe during the time of war on aocount of its 
speoial value in the manufacture of high-speed steel. Salt is 
manufactured by the evaporation of sea and lake water and 
from salt mines. About 63 per oent. of the total quantity of 
salt consumed in the oountry, is locally produced. The total 
quantity produced in 1917 was 31 crores of maunds; and 
Madras, Bombay and northern India contributed nearly equal 
shares to this total. 

29. Motive Power: —Wealth production is nothing but 
the oreation or increase of the capaoity of matter to satisfy a 
human want. It was discovered at a very early stage of civi¬ 
lization that this arrangement, manipulation or adjustment of 
objects as they are found in nature so as to render them more 
suitable for consumption or enjoyment, was facilitated by the- 
use of some instrument or meohanism whioh supplemented 
man’s energy. Even in the remote Vedio times the Indian 
Aryans used suoh auxiliaries for the cultivation of land and for 
conveyance purposes. The physioal labour of man is, however, 
too weak for moving the implements and the force of cattle 
came to be utilized in its stead. For drawing ploughs and 
carts, lifting water from wells, oarrying loads, crushing cane 
and seedB, threshing grain &o. cattle have been used from time 
Immemorial in India as elsewhere. 

Further economy of energy and cost can be brought about 
by the substitution of the forces of nature for human or oattle 
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power. As the industrial maohinery beeomes oomplioated and 
heavy, the necessity of using some motive power obtained from 
nature becomes more urgent. Under the old industrial eoonomy 
of India the power of air or water has been rarely used as the- 
motive foroe. The era of machinery, however, has dictated the 
growing use of steam, eleotrioity and gas. Wind mills and 
Water mills will turn small wheels and run light maohines t 
steam and electricity are needed to drive big engines. Electri¬ 
city is coming into greater use as motive power and water at 
great heights oan be made to generate it. Coal can create- 

I energy but at a comparatively high cost, though it is lighter 
than that of wood fuel. Electrical power oan be transmitted 
over long distances where it may be required for industrial 
^purposes. The limited supplies of wood, ooal and oil fuel and 
the world’s increasing demand for them, have driven people to 
discover the possibilities of water power for generating eleotri* 
oity as a competitive source of energy. The discovery of this 
white coal and its utilization in Switzerland, Norway and 
America have signalized a great eoonomic advance. 

Certain natural advantages must be present in order to 
^enable water power to be harnessed; and the initial cost of 
^iydro eleotric schemes is enormous. But the ultimate saving 
jia considerable and the running cost is small. The m ountains 
'of In<ji&~aifard naiijral fac ilities for the inauguration of suojy 
schemes, and other things being favourable, there is a great 
[future before them in this country. 1 The Tata hydr o-eleot ric 
jST.orfep._at Lon avla , showed how motive power, capable of 
working a number of factories at a distance, oould be created 
| by means of water stored in big lakes formed in suitable 
\ valleys and fed with the rainfall which may be very heavy 
there. The Andhra Valley and the Mulshi projects have 
followed in succession and mills and factories in Bombay will 
be run with power generated miles away and without the in- 


1 “ An approximate though incomplete, calculation of all kinds of 
power in use in India, shows a total of 1,248,336 horse power or 936,000t 
Kilowatts. The continuous water power is estimated at 213,140 Kilowatts 
but the potential minimum capacities at 6,582,000 Kilowatts or 7,400,000 
■electrical horse power."—Quoted from the ‘ Labour Gazette ’, Fob. 1922. 
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oonvenienoe of the dirt, the soot and the smoke assooiated with 
ooal and oil. In point of fuel supply, the Bombay Presidency 
is most unfavourably situated, being far away from ooal mines* 
and the use of eleotric&l energy generated by the force of 
water will mean a big saving in industrial oost and a consider* 
able economy of fuel. The question of utilizing the natural 
advantages the country offers in this regard, has been taken 
up by Government and an investigation is being made of suit<{ 
able sites in different provinces. Many of the rivers in northern 
India are navigable over long distances, while those in other 
parts are not; but it is possible to extend this navigation for 
purposes of transportation by means of oanals. Several oreeks 
on the coasts are utilized in this way for the conveyance of goodB. 
Owing to its long ooast line, India might be expeoted to possess 
several harbours, and in the past brisk trade was carried on 
from many of these with foreign countries. But the use of 
huge ocean steamers led to the development of a few conveni¬ 
ent and large ports like Bombay, Earaohi, Calcutta and Ran¬ 
goon and the old harbours have deoayed or are used for small 
coastal trade. Some of these ports may bo improved with ad¬ 
vantage and be made serviceable for trade at different points on 
the ooasts. Reference has already been made to the utilization 
of water by means of oanals taken from rivers or storage 
works. 

30. Land :—As the most fruitful source of livelihood for 
men and oattle, the soil has ever been regarded with veneration 
in India, and the agricultural industry oooupies a high plaoe 
in publio estimation. In quite Physiooratio fashion, the mass 
o? IndlanTpeople Attribute to the soil almost exclusive produc¬ 
tive oapaoity, and other industries appear to them as more or 
less parasitioal. This is but natural in a sooial economy in: 
whioh agriculture predominates, and the deep attachment of 
the people to the soil, is thus easily aooounted for. Ownership 
and possession of land yield a senseofindepender.ee and a person 
having it, has the means not only of producing food but of 
seouring anything he may require in exohange because the de¬ 
mand for what he has to give, is universal, ^hout per cent , 
of the Indian population subsists upon agriculture, and with 
the disappearance of the indigenous industries, this percentag e 
has been steadily growing. Barely one aore of land is available 
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per head of the agricultural population and it would not be 
surprising if the soil felt increasing pressure. The following 
figures 1 are instructive in this connection:— 


Classification of Area. 
(1919-20) 


Area by professional survey 

Acres. 

... 625,149,000 

Area under forest 

... 88,323,000 

Area not available for cultivation ... 

... 145,770,000 

Cultivable waste 

... 113,416,000 

Fallow land... ... ... 

... 52,136,000 

Net area cropped 

... 222,826,000 

Irrigated area 

... 48,963,000 


The proportion of cropped to total area and the number of 
population per 100 aores of propped area in each province are 
stated below:— 

Proportion Population 
of cropped per 100 

to total acres of 

area. cropped area. 


Bombay 

52 

per 

cent. 

60 

Delhi 

50 

17 

77 

233 

Bihar and OrisBa 

49 

>9 

!> 

133 

United Provinces 

49 

M 

» 

142 

Bengal 

48 


71 

184 

Punjab 

40 

>1 

7> 

81 

Madras 

38 

II 

>1 

121 

C. P. and Berar 

38 

n 

II 

57 

North-West Frontier Province 

28 

H 

|| 

94 

Manipur 

23 

77 

II 

92 

Ajmer-Merwara 

16 

II 

|| 

177 

Assam 

19 

77 

II 

114 

Coorg 

li 

71 

II 

127 

Sind 

14 

17 

II 

11 

Burma 

13 

71 

II 

74 

If areas oropped more than onoe 

are 

taken as 

separate 


areas for each crop, the gross area oropped in 1913*1914 amount- 


1 Agricultural Statistic of India. 
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-«d to 246, 989, 000 aoree and was distributed among different 
crops as under:— 



Acres 

Per cent, 
of 

Food grains 

191,573,000 

total. 

77*7 

Condiments & SpiceB 

1,288,000 

0-5 

Sugar 

2,708,000 

M 

Fruits Sc Vegetables 

5,721,000 

2*3 

Miscellaneous food crops 

1,116,000 

0*5 

Total food crops. 

202,405,000 

82 1 

Oil-seeds 

14,658,000 

6-0 

Fibres 

19,895,000 

8*0 

Drugs 

588,000 

0*2 

Dyes and narcotics 

1,949,000 

0*8 

Fodder crops 

5,910,000 

2*4 

Miscellaneous non-food crops 

1,113,000 

0*5 

Total non-food crops. 

44,113,000 

17 9 


To relieve the steadily increasing pressure of the popula¬ 
tion upon the soil, not muoh oultivable area is now available, 
though what is oalled oultivable waste, may, to a oertain ex¬ 
tent, be brought under the plough. There are parts of the 
country, particularly in the Native States, whioh are awaiting 
the immigration of farmers to utilize them. But making 
allowance for this we must say that the supply of land in India 
is limited and is proving inadequate with the steady growth of 
population and reliance must, therefore, be mainly plaoed upon 
intensive farming. 1 The fact of the recent increase of thel 
population dependent upon agriculture, is of great economicl 
-significance. It is an indication of the deoadenoe of the 
old handicrafts and the growing dependence of the mass of 
the people upon agriculture. By some this development is ex¬ 
plained as the result of the more remunerative character of 

1 “Subtracting the land thus utilised for supplying foreign markets 
from the total area under cultivation, we shall find that what is left over does 
not represent more than two-thirds of an acre per head of the total Indian 
population. India, therefore, feeds and to some extent clothes its population 
from what two-thirds of an acre per head can produce. There is probably no 
■country in the world where the land is required to do so much.”—Peoples and 
Problems of India by Sir T. Vf. Holderness. 

10 
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farming, particularly the cultivation of the commercial orops 
which command high prices in the outside markets. 1 This 
does not appear to us a correot explanation, and it can 
be proved that artisans and oraftsmen who formerly oould make 
a living by their traditional oallings, have been driven to the 
soil by the decay of their anoestral industries, caused by the 
competition of foreign manufactures and that farming by itself 
is insufficient to maintain a large'number of cultivators’ fami¬ 
lies who have to supplement their earnings by selling their 
labour to others in different ways. 

31. Pressure on the Land :—It cannot be denied that 
| the high prioes of agricultural produoe suoh as cotton, wheat, 
jute and oil-seeds mean a larger amount of income to the 
]cultivator, and in certain parts of the country, the agricul¬ 
tural population has benefited by the increased foreign and 
jlooal demand. Higher rents are also being paid by cultivators 
Ito their landlords who have seoured considerable unearned in¬ 
crements. It must be remembered, however, that higher prioes 
pf commodities in general and with them of agricultural pro- 
flue mean the restriction of the margin of profit. Again, 
Indian agriculturists are not, as a olass, like farmers in the 
jWest. Lack of knowledge, co-operation, enterprise and means, 
(prevent the cultivators from reaping the full benefit of high 
prices and mobility is conspicuous by its absenoe among them. 
Non-agriculturists will not take to land unless they are forced 
to do so by the grim prospect of starvation though they may 
combine farming with their proper occupations. They will 
usually stiok to their precarious traditional oalling rather 
than enter more promising fields of labour. Many of them, 
therefore, simply drift into agriculture and add to the number 
of those who must be supported by that industry. The 
suggestion, that the agricultural population has increased on 
account of the superior attractions of the agricultural industry 

1 “On the whole, though no great reliance can be placed on the classifi¬ 
cation of the population by occupation in the census returns, there is no doubt 
that the number of agriculturists has increased more in proportion than either 
the total population or the total number of labourers. The inorease in the. 
number of agriculturists may be taken as indicating that the profits of agricul¬ 
ture were such as to attract workers from other occupations to agriculture. ”■ 
—R. T». Datta’s Report on High Prices. 
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and the prospect of higher profit, is, therefore, unwarranted^ 
There are indeed a few well-to-do people, professional men r 
pensioners and others who invest their savings in land on 
account of the peouliar security it affords. But agriculture 
is rarely remunerative in their hands and their numbers as 
well as those of artisans and others who purchase lands with 
the object of carrying’ on farming as a business, must be 
ezremely small. 

The last census report, in the chapter on occupations,. 
throws much useful light on this subject. We there read 
“ On the one hand, the rise in the price of food grains 
has made agriculture more profitable, while, on the other,, 
the profits of the various artisan classes have been diminished, 
owing to the growing competition of machine-made goods, 
both locally manufactured and imported, with the result 
that these classes show a growing tendency to abandon their 
traditional occupations# 99 And further “The local cobler on 
the other hand, having to pay more for his raw material and 
feeling the increasing competition of machine-made goods, has 
been tempted to abandon his hereditary oraft for some other 
means of livelihood, suoh as agriculture or work in factories 
of various kinds.’ 9 Those artisans with whom agriculture was 
a subsidiary calling, are being compelled to throw up their 
proper crafts and to take to the overcrowded occupation of 
farming. The Census Report observes 4 “ The subsidiary table 

shows that many village artisans are also partly dependent oir 
agriculture. This supports the statement made elsewhere that 
there is at present a tendency for these persons to abandon their 
hereditary occupations in favour of farming. ” 1 

Though there are oertain areas in the country which may- 
be developed, the scope for extensive farming is now compara¬ 
tively insignificant. The land in most parts of India has beer* 
under cultivation for centuries, and persistent and peaceful! 
cultivation under British rule is indubitably subjeot to the law* 
of diminishing returns. The operation of this law can be 
arrested only by improved methods of farming and the applica-^ 
tion of more capital to the land. To-day those who should' 


1 See the Author’s article on this subject in the Afytore Economic Journal 
for February, 1915. 
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devote their labours to the manipulation of raw materials, join 
the army of cultivators engaged in produeing those materials 
and food grains. Among the conclusions Mr. Wattal 1 2 has 
derived from his elaborate study of census and agricultural 
statistics, are the following:—That though there are sparsely 
populated areas they are not so beoause they are awaiting 
development but beoause the oharaoter of the soil is inhos¬ 
pitable and there is no further room for the development 
of cultivation; that in all the old Provinces the pressure of 
population on cultivation is fairly intense; that the average 
per unit of the agriculturist population hardly ezoeeds an aore 
and a quarter and shows a tendency to fall; that development 
of the oountry can only mean a development of irrigation, but 
irrigation has no very bright future before it, and that the agri¬ 
culturist population is increasing at the expense of the indus¬ 
trial and trading populations. 

j 32. Fertility of Soil: —It is a common belief among 
! Indian cultivators that the soil is not as fertile to-d ay as it 
; was in the past. This notion cannot be disposed oF'airbeifif 
j a mere prejudice and be put down to the natural human dis- 
i position to disparage the present and exalt the irrevocable 
j past* Increasing population and unbroken peace have allow- 
j ed land no rest, and the fertility exhausted by continued oulti- 
j vation has not been restored to the soil by the use of rich 
| manures. It is an admitted fact that the soil does not reoeive 
. the rest it badly requires and is constantly put under orops; 

{ and that many of the materials whioh ought to be used as 
{manures, are being either exported or utilized for other purposes 
land wasted. And this is bound to result in soil deterioration. 


1 The Population Problem in India. 

2 “ With the increase in the acreage of cultivation, especially of less 
fertile soils, the average outturn is bound to decrease, but to establish a deteri¬ 
oration it must be shown that the land whioh was under cultivation in former 
times now yields less than it did before ” and official reports on this point 
would seem to lead to the conclusion that the theory of deterioration 1 has been 
frequently exaggerated though it is not denied that in several areas the 
cultivation of land must have become less efficient than before.’—K. L. 
Datta : Report on High Prices. 
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The question of prohibiting or restricting the export of oil 
seeds, bones &o. out of whioh manures are made, has recently 
received much attention at the hands of agricultural experts ■ 
in India, and the * trend of the latter’s opinion lends support 
to the view advanoed here. 

What are oalled tbs natural and original powers of the soil 
tary from one part of the country to another and determine the 
haraoter of the orops raised there and also the standard of 
iving of the cultivators. The oultivator in the Konkan, for 
nstanoe, can, with difficulty, eke out a bare subsistence while 
his brother in Ehandesh or Satara gets rioh and bumper crops 
out of his rioh soil. The farmer oannot, however, depend upon, 
the natural properties of the soil to provide a perennial and 
uniform source of income even where nature is bountiful as 
those powers must be steadily exhausted unless they are 
replenished from time to time. It is difficult to distinguish 
with precision between what man owes to nature and what he 
himself contributes to the productivity of the soil by his own 
exertions, putting in of manures, rotation of orops and so forth. 
Where land is abundant, as in a newly settled oolony, extensive 
cultivation is the rule, but in old countries, the demands of a 
growing population have to be met by resorting to methods of 
intensive cultivation. Rapid and cheap means of transport have, 
{no doubt, brought the old world into oloser touoh with the new 
and the food problem of the former has been, to a large extent, 
solved. This international phenomenon is reproduced in the 
interprovinoial and interdistriot form in this country. But 
while India oannot afford the means to buy her food from 
outside, the urgency of intensive cultivation is, in her case, 
extremely great because a better distribution of available food 
supplies, must be supplemented by increased production. 

The demand for the agricultural produots of this country 
\in the world's markets, is bound to inorease steadily and 
■here will be a sofamble for the possession of Indian raw 
/materials among foreign nations. Owing to foreign demand, 
the prices of our raw produots are growing higher, and they 
will constitute an immensely valuable souroe of wealth for the 
country. The productive capacity of the soil must, however, be 
increased if any substantial benefit is to be reaped by the people 
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•in the face of increasing population and of rising prioes all 
round. This would require more capital, better methods of 
farming, improved implements and the systematio organization 
•of the agricultural industry. 

33. Value Of Land 5— I So far we have oonfined ourselves 
only to the natural properties and advantages of the soil and 
to the varying degrees of value they oonfer on land. Changes in 
sooial conditions, improvements in the means of transportation, 
and the oreation and expansion of markets also exeroise similar 
influence, and land which is comparatively unimportant to-day 
will be highly valuable to-morrow. Lands whioh were on 
[the margin of production a few years ago, fetoh high rents 
to-day on aocount of remunerative orops like ootton, ground¬ 
nuts and sugarcane, being grown in them. 

Lands whioh are brought in contaot with new internal or 
external markets by railways beoome immediately more 
remunerative and this phenomenon is particularly noticeable 
in the case of land in the vieinity of towns and railway lineB. 
Intensive farming beoomes possible in these cases and the 
caving made in the oost of transportation and the high prioes 
-obtained for the produots of suburban farms confer higher 
Values upon lands. Sooial causes do for these lands what 
.natural gifts do for others. One striking phenomenon of the 
last half a dozen years, is the increase of land values whioh 
has taken place all over the oountry. The inorease is mainly 
due to the high prices of agricultural produce and to growing 
industrial and commercial activity and is proportional to 
proximity to business oentres, railways and other meanB of 
easy communication. 

When we oonsider the ohanges in the values of urban and 
-suburban lands used and oapable of being used as building sites, 
the phenomenon is more .interesting still. The growing popula¬ 
tion and the expanding trade and industries of towns, lead to 
-an increasing demand for lands and their values have been 
steadily going up. Grouncftrents are consequently rising at a 
vapid rate ill all towns and in oentres of industry and trade. 
The housing problem is, therefore, beooming every day more 
difficult and demands serious consideration at the hands of 
municipalities. 
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With every orop taken out of the soil we steadily exhaust 
Its produotive oapaoity, and it is by means of manures that thJ 
fertility is restored to it. But in the oase of the extraction of 
.minerals, such restoratives are not available. An increased 
supply oan be obtained only by going deeper into the mines, 
and though the operation of the law of diminishing returns may 
be oheoked by improvements, a time comes when the cost be- 
oomes prohibitive and the supply of minerals is exhausted. 
The prospect of the exhaustion of the English coal fields, has 
led some people to advooate the taking of measures to oonserve 
the supply, though the comforting assurance is given by some 
that by the time the prophesy is fulfilled a century or two 
hence, a oheap substitute for coal will already have been found. 

That fate of the stock of subterranean wealth raises similar 
apprehensions in India and the problem is further complicated 
here by the faot that the people of this country have little share 
in the wealth extracted. The minerals once taken out, oannot 
be restored and ae^he mines are at present exploited, in the 
absenoe of indigenous enterprise, the mineral wealth does not 
remain in the country; nor does the oountry get an equivalent] 
for it. It is, therefore, not unnatural that people in India 
should look askanoe at the exploitation of the country’s mineral 
resources by outsiders and should be anxious to retain them in 
their own hands and to prevent them from being handled by, 
non-Indians to their own profit 1 The growing quantity of the 


1 “ In view of the fact that minerals cannot be replaced or replenished, 
-a special, heavy responsibility lies upon both the people and the Government. 
The desire to stimulate production cannot justify the complete banding over 
of mines to persons who have no permanent interest in the land. On the one 
hand, our people ought to realise that in the interests of the country itslf our 
minerals have to be worked. No serious harm certainly can result from 
postponing for even a quarter of a century the extraction of precious metals 
like gold and precious stones like rubies or diamonds. On the other band, as 
trustees of the permanent welfare of the Indian people the Government should 
Tecognize the serious injury that wonld be caused to those interests from ex¬ 
ploitation by outsiders who have no permanent stake in the oountry.”—Presi¬ 
dential Address by the Een’hle Mr. Mudholkar at the Madras Industrial 
Conference, 1908. 
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mineral wealth raised in the country is not a proof of its 
advanoing prosperity if that wealth is appropriated by people 
who do not oount India as their home. On the oontrary, it is a 
distinct loss to the oountry beoause so muoh of its potential 
wealth has been removed abroad without a corresponding 
return. It may be argued that whoever exploits natural res¬ 
ources, is a benefactor of mankind and there is a oertain 
amount of truth in the statement. But this altruism does not, 
even to-day, obviously appeal to the leading nations of the 
world who are seen to wrangle in an unedifying manner over 
oil oonoessions and monopolies in Asia and Europe. 
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34. Value of Labour. —Rivers, lakes, rainfall, heat, seas, 
harbours, mineral deposits, forests and fertile soil are the 
spontaneous gifts Nature offers to man, but that kind mother 
yields her blessings only at labour’s earnest eall. She has also her 
moods and freaks, smiles and scowls and must be coaxed and 
oajoled into granting her gifts. The water of lakes and rivers 
must be conveyed to fields thirsting for moisture, the minerals 
must be extracted from the earth, trees in the forests must be 
felled and removed and the soil must be ploughed and cultiva¬ 
ted. Man’s physioal and mental powers have been constantly 
exercised in devising means of oonquering difficulties and of 
extracting the utmost benefit from his environments. In his 
migrations man has tried to ocoupy the fairest parts of the 
earth and to satisfy his elementary wants* but has not always 
succeeded in doing this with ease; and he has had to struggle 
with the obstacles placed in his path by Nature. Many econo¬ 
mic stages had, therefore, to intervene before he rose to the 
present state of industrial organization in civilized countries. 
If we leave aside the wild tribes of the Mundas, Qonds, Bhills 
11 
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and the like that are still found in the jungles and hills of the 
country, not far removed from the primitive oondition in which 
man subsists in the savage state by hunting and pasture, we 
find that the bulk of the Indian population has, for cen¬ 
turies, been proseouting agricultural and other industries with 
skill, patienoe and perseveranoe. The story of the Immigration 
•of the Aryans into India and their penetration into the east 
and the south, recorded in ancient, indigenous literature, is 
suggestive of the stages through which the people passed and 
of the eoonomio evolution which took place among them. The 
clearing of jungles, the settlement of village communities and 
the construction of towns represented the early struggle with 
nature and the development of civilization, characterised by 
the growth of agricultural and manufacturing industries. 

Nature does not smile on all parts of the oountry alike. 
She frowns upon man in several places and is niggardly indis- 
pensing her gifts. In many traots of the oountry, the people 
have had to struggle very hard to eke out a living and with 
great difficulty the land has been made capable of supporting 
human life. The intensity of this struggle with nature has 
moulded the character of the people in different parts of the 
country in different ways. While, therefore, some have become 
most courageous, enterprising and tough, or have learnt, like 
lotos eaters, to take life easily and to soorn manual labour, 
others have beoome poor, patient and docile workers. On the 
whole, however, the value of labour in the production of the 
necessaries of life as also of comforts and luxuries, has been 
universally appreciated, and the old arts and industries of 
India testify to this fact. The importance of physical and 
Intellectual labour in the acquisition of wealth and in the 
attainment of progress, has been always duly reooguized and 
insisted upon. The Indian farmer and oraftsman are well- 
cnown for their patienoe and skill, and though labour in this 
country came to be oonfined to distinctive grooves and to be 
specialized in certain castes, the essential conditions of pro- 
luctivity have been indisputably present in it. 

35. The Labour Factor.— The first requisite of produc¬ 
tion is land and the forces of nature. The second essential of 
wealth creation is labour whioh is defined, as it is usually un¬ 
derstood, as musoular energy direoted by intelligence. In 
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Economics the word is applied to every effort made by man in 
contributing directly or indirectly to production and refers 
alike to the human energy spent by a oommon workman in the 
field or faotory and to that of the Viceroy and the Commander - 
in-Chief of India. Ordinarily, however, labour means the 
manual and intellectual energy brought to bear upon the work 
of production by all those who directly partcipate in wealth- 
creation. The value of land as a factor of production may be 
partly the result of the labour bestowed upon it; and imple¬ 
ments and machinery required for wealth-produotion are also 
the product of human labour. Yet the natural powers of the 
earth and the atmosphere and the pre-existing wealth which is 
used by the producer, are both essentials of production which 
can be distinguished with sufficient dearness, from labour. 

To satisfy his wants man has always used his physical and 
intellectual energies, and as in the case of land, so in that of 
labour, the quantity of wealth produced will be conditioned by 
the efficiency of the factor of production concerned. If more 
utilities are created in the same amount of time and with the 
same amount of energy or the same utility is produced in a 
less amount of time and with a smaller expenditure of energy, 
that is a distinct gain to the individual and to the community. 
The efficiency of workers and their condition, therefore, play 
an important part in determining the national dividend and 
the welfare of society. As the essence of* wealth-creation lie! 
in the surplus of pleasure over the pain of labour or sacrifice 
the smaller the amount of the cost, the higher will be the gain 
But smallness of the remuneration paid to labour does not ofted 
denote a large surplus because the contribution of that labour 
to production may not be sufficiently high. Low wages may 
some times prove more costly than high wages . 1 

1 “ In the Philippines the contractors find it in the end cheaper to hire 

the Chinamen in preference to the natives, although the former command 
large wages ; in the southern cotton factories the white labourer is found 
more advantageous than the negro factory hand, who can be hired at a mat¬ 
erially lower wage. Furthermore, in the same industry and with the same 
workman neither an increase of wages nor curtailment of labour time neces¬ 
sarily augments cost. Where a reduction of hours or an increase of wages 
succeeds in enhancing energy, care and sobriety, the output may be greater 
than before. ”—Seligman : Principles of Economics. 
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In Vedio times all labour was regarded in India as honour¬ 
able because it contributed to the production of wealth which 
was so necessary. In the course of evolution, however, definite 
functions came to be identified with certain classes which 
ultimately developed into numerous castes with superiority and 
inferiority of sooial status attaohed to them. iThe white-skinned 
Aryan conquerors reduced the native races of the oountry to a 
state of serfdom, and an economic organization was set up not 
unlike what prevailed in Europe in feudal times. The black 
people were condemned to do toilsome and dirty work and were 
praotioally exoluded from the pale of society. These shudras, 
however, steadily won a growing measure of freedom, and the 
Aryans themselves took to trades and occupations, prohibited 
to them, as the simplicity of eoonomic life was gradually lost. 
The stigma of the shudra still clung to him and his disabilities 
became hereditary, though he could oooasionally rise to higher 
sooial positions. Brahmins, Kshatriyas, Vaishyas and Shudras 
formed the fourfold social and economic division of the Hindu 
community and this was the Chaturvarnya of the Bhagavadgita, 
It he Smritis and other works, based in theory upon the qualities 
land acts of individuals but in practice upon birth. The caste 
system, thus solidified, has been described by Cossa as ‘division 
>f labour gone to seed’. It made for specialization in production 
ind a degree of efficiency promoted by the worker being born to- 
ipecific work and learning his trade under the paternal roof in a 
: avourable atmosphere. But it killed individualism, originality 
and freedom of action and led to rigidity and stagnation, 
i Dignity of labour became compromised as servants, craftsmen 
and artisans we.e sharply distinguished from the ‘twice born’, 
;he higher sooial orders. The evil was aggravated by the multi¬ 
allcity of castes into which the four-fold division degenerated 
md which rendered economic freedom impossible. Birth 
i ather than fitness and inclination beoame the basis of the di¬ 
vision and the stability and the very existence of sooiety came 
to be bound up with the maintenance of the inelastio system. 

Originally, the Brahmin was the educationist and the priest, 
the Kshatriya was the ruler and the soldier, the Vaishya was 
the husbandman, trader and money-lender and the Shudra was 
the artisan and the dependant whose duty it was to serve the 
three higher oastes. Law-givers like Manu and statesmen like 
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Ohanakya have emphasised the imperative duty of the ruler 
atriotly to up-hold this organization. Why there was suoh a 
dread of a mixture of Varnas and castes, can be easily imagined 
if the position of the Aryan inhabitants of India among other 
people with whom they had to live, is carefully considered 
and realized. But the ideal division of sooial functions and 
occupations among the v.arnas and jatis whioh it was sought to 
maintain intact, could not be perpetuated in practice. Birth 
has indeed remained the supreme test of the sooial division, but 
the occupational distinction and the division of labour have 
broken down under the pressure of political and economio 
necessity, even among the higher classes of the twice-born. 1 
Thus the taking of interest or usury is absolutely prohibited to 
the Brahmin, but the rule has been rarely observed in praotice. 
Vertical and horizontal movements among the classes have 
gradually gained in strength, and their force to-day appears to 
be irresistible. The hereditary caste is still impregnable, but 
the occupational barriers have been swept away and a new 
division of labour is being superimposed upon the old caste 
division. A caste is no longer an economic class but has be¬ 
come a sooial group of persons born in the group but following 
different oooupations. The various ways of earning wealth are 
being promiscuously followed by members of different castes', 
and there is no doubt that this freedom to take up the most 
suitable job, has resulted in increased social efficiency and in 
greater individual benefit. 

3b. Cheapness and Efficiency. —Indian labour is said ' 
to be cheap but at the same time comparatively very ineffioi- i 
ent. The cheapness is both the pause and the effeot of Indfo ’s \ 
povert y; and even if the Indian labourer is not receiving his i 
due share of the national dividend, his remuneration can not i 
be sufficiently large so long as the total product is small. In | 
point of efficiency, the Indian workman is oompared with his I 
western brother to his great disadvantage, and it is stated that I 
the English and Amerioan labourer is three to six times as J 

1 The authors of the Dbarma shastras have graded the means of earning 
a livelihood, and therefore, labour as inferior and superior and have as¬ 
signed them, as appropriate, to the different social classes. See Narada 
Smriti, I, 43-55. 
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efficient as the Indian workman. Apart from ^Hmatic and! 

1 other factors which go to make labour inefficient the Indian 
workman suffers from a lack of sufficient nourishing food, of 
education, training and ambition. He is, EesMesi called upon 
to work in the midst of surroundings which are unfamiliar and 
unattractive. The efficiency of Indian labour will not be found 
to be lower than that of workers in other countries when his 
position becomes as favourable as that of the latter. fCompari- 
sons such as the one stated above, are sure to be unfair to the- 
Indian labourer who is the victim of the conditions that sur¬ 


round him and is not inherently 


incapable.^ 


Complaints are not unoften heard from employers about tha 
inefficiency of labour accompanied by a rise in wages. The 
causes of recent increased wages have, however, little to da 
with an improvement in the conditions of work on the field or 
jin the factory. Given proper training, congenial surroundings^ 
(stimulus to active exertions and healthy conditions of work, 
the efficiency of Indian labour is bound to be high. 1 The pro¬ 
verb that * a bad workman quarrels with his tools, may be 
fittingly applied to the employers in India who find labour 
scarce, dear and inefficient. They do not know how to procure 


1 Sir Thomas Holland, speaking at Madras a few years ago, observed 
u One thing that I am quite satisfied with already is that in India we 
have means of obtaining all the expert labour that is necessary. Any one 
who has visited the Tata Iron and Steel Works will come away thoroughly 
convinced with the conclusion that with Indian labour you can tackle any in¬ 
dustry for which the country is suitable. I have seen labourers at S&kchi 
who only a few years ago, were in the jungles of the Santals without any 
education. They are handling now red hot steel bars, turning out rails,, 
wheels, angles of iron as efficiently as you can get it done by any English 
labourer. You cannot have a better test of the quality of labour and you can¬ 
not be prepared for more satisfactory results. When:Jyour labour is organize 
ed and properly educated and properly fed there is hot the slightest doubt 
; that you will get results that will suit all raw materials available in tha 
; country. The whole question is largely of the methods we should adopt for 
I getting information regarding our own materials and training people to suit 
the needs of industrial development. ” 
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j and train labour and how to make it efficient. 1 . TTITliiiiimif nml 
^cheapness are relativ e terms. If a workman produces more in 
proportion to the increase of&mun oration granted to him there 
is an inorease of effioienoy. Cfndian labour is specialized under 
the old industrial organization and its effioienoy will consequ¬ 
ently depend upon its successful adaptation to the new condi¬ 
tions in whioh it is oall.ed upon to worky The labour of the 
autonomous worker is regular, systematic and efficient. The 
farmer tilling his own land, the weaver working at his own 
loom, the oarpenter making things for sale on his own account, 
will not require supervision as will the hired labourer in the 
field or the faotory. The effioienoy of the wage-earn er is thus 
determined by conditions different from those oftheSLutSfioinou s 
producer. 

37. Different classes of labour Before the advent 
of machinery and steam power in this country, Indian labour 
was known to be thoroughly skilled and efficient. The artistic 
work of India was famous throughout the world, and the effici¬ 
ency of Indian farmers, weavers, builders, metal workers, 
carpenters, leather workers? potters, carpet-makers and carvers 
was undoubted. Though the fine produots of Indian labour 
are being fast displaced by machine-made goods imported from 
abroad, we still get them in sufficient quantity and variety to 
^testify to the high level of efficiency reaohed in India. It is a 
well-known fact that in the first quarter of the last century, 
the produots of Indian looms oompeted successfully, both in 
quality and price, with the pieoe goods turned out in English 
factories till at last they were driven out of the field by the 
selfish and short-sighted polioy of the East India Company. 

Owing to the decadence of the old indigenous industries 
the inability of the people to start new ones to take their 
^place and the difficulty of immediate adjustment to ohanging 

1 “I am of opinion that unless the mentality of the workman is im¬ 
proved by primary education so as to enable him to take an intelligent 
interest in his work there can be no marked improvement in skill, and again, 
unless ne is well paid, comfortably housed and provided with innocent am¬ 
usement and recreation, there will be no sufficient inducement for him to give 
steady attendance which is one of the requisites for maintaining the ac¬ 
quired skill at a high level. ’’—Speech of Mr. Sakalatwala,, Chairman, Bom¬ 
bay Mill Owners’ Association, 1917. 
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1 conditions, agriculture has beoome the mainstay of the 
population and the bulk of our workers are oonneoted with that 
industry. 1 

So far as artistic skill is conoerned, the worker can still 
hold his own in competition with his western brothers. And 
Indian ootton and silk cloth, pottery, oarving, metal work, 
toys and other products of manual labour still exoite the admi- 
. ration of the foreigner. The edge of the inventive faculty of 
the Indian worker has, of course, steadily worn off and hejjo* 
pies models gore often than.ha strikgs^into 'new patterns. 
Unskilled labour has been plentiful and physioar"sfrength in 
'^sufficient request for heavy and strenuous work. Digging, 
pawing, carrying heavy wights,] eto. must have considerable 
demand for them where rough manual work is to be done and 
jlittle machinery is used. 

The following tables will show in detail, how the population 
in India is distributed among the different occupations:— 

I. 

Occupations of the Indian people, 

A. India ... ... ... ... ... 314,470,014 

Production of Raw Materials . 227,030,092 

I. Exploitation of the surf ace of the earth ... 226,550,483 

Pasture and agriculture. 224,695,900 

(«) Ordinary cultivation . 216,787,137 

(5) Growing of special products and market 

gardening . 2,012,503 

( c ) Forestry. 672,093 

( d ) Raising of farm stock ... . 5,176,104 

(e ) Raising of small animals . 48,063 

Fishing and hunting ... ... 1,854,583 

1 “ In England according to the returns for 1901, of every hundred 

Actual workers, 58 are engaged in industrial pursuits, 14 in domestic service , 
13 in trade and only 8 in agriculture; whereas in India 71 per cent are engag¬ 
ed in pasture and agriculture and only 29 per cent in all other occupations 
combined. The preparation and supply of material substances afford means 
:of livelihood to 19 per cent of population ( actual workers ) of whom 12 per 
cent are employed in industries, 2 in transport and 5 in trade. The extraction 
‘.of minerals supports only 2 persons per mille ; the civil and military services 
support 14, the professions and liberal arts 15 and domestic service 18, per¬ 
sons per mille.—Census Report, 1911. 
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II. Extraction of Minerals Ml ••• 

Mines ••• .. ••• ••• 

Quarries of hard rocks ... . ••• 

Salt etc. ... ••• ... ... ... ... 



75,424 

78,258 


Preparation and supply of Material 
Substances ... ... ... ... ... Sd^lSd^lJ^l^ ^ 

III. Industry ... 35.323,041 

Textiles . 8,30o,oui 

Hides, skins and hard materials from the 

animal kingdom ... . 608,741 

Wood . 3,790,892 

Metals ... ... . ... ... 1,861,456 

Ceramics ... ... ... ... ... ... 2,240,210 

Chemical products properly so called and 
analogous ... ... ... ... ... 1,241,587 

Food industries ... ... ... ... ... 3,711,675 

Industries of trees and toilet. 750,609 

Furniture industries ... ... ... ... 39,268 

Building industries . 2,062,493 

Construction of means for transport ... ... 66,056 

Production and transmission of Physical for¬ 
ces (heat, light, electricity, motive power etc.) 14,384 

Industries of luxury and those pertaining to 

literature and to arts and sciences ... ... 2,141,665 

Industries concerned with refuse matter ... 1,388,515 

vIV. Transpo rt. 5x0^ ona 

Transport by water . 982,766 

Transport by road... ... ... ... ... 2,781,938 

Transport by rail ... ... ... ... ... 1,062,493 

Post office, telegraph and telephone services... 201,781 

V. 3iade . 1/7 ^39.102 

Banks, establishments of credit, change and 

insurance ... ... ... ... ... 1,220,187 

Brokerage, commission and export ... ... 240,856 

Trade in textiles ... ... ... ... ... 1,277,469 

Trade in skins, leather and furs ... ... 296,712 

Trade in wood ... ... ... ... ... 224,083 

Trade in metals ... ... ... ... ... 59,761 

Trade in pottery ... ... ... ... ... 101,986 

Trade in chemical products ... ... ... 171,927 

Hotels, cafes, restaurants etc. 719,052 

Other trades in food-stuffs ... . 9,478,868 

Trade in clothing and toilet articles ... ... 306,701 

Trade in furniture..* . 173,413 

Trade in building materials ... 84,613 


12 
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Trade in means of transport ... . 239,396 

Trade in fuel ... *••• #«. «4» It* 524,962 

Trade in articles of luxury and those pertain¬ 
ing to letters and arts and the sciences ... 522,130 

Trade in refuse matter . Ml 3,695 

Trade of other sorts ... .. 2,192,534 

C. Public Ad ministrating *nA LLtofll Arts ..a 10 ff 912,123_ 

VI. Public force . 2,398,586 

Army • ... ••• Ml Ml ... 665,27a 

Nayy ... ... 4,640 

Police . 1,728,668 

VII. Public Administration ... ... ... 2,648,005 

VIII. Professions and liberal arts . 5,325,357’ 

Religion ... ... ... ... . 2,769,489 

Law... ... ... ... ... ... ... 303,408 

Medicine ... ... ... ... ... ... 626,900 

Instruction... ... ... ... ... ... 674,393 

Letters and arts and sciences. 951,167 

IX. Persons living principally on their income ... 540,175 

I>. Miscellaneou s .. ... . 17,286,679 

X. Domestic service ... ..a mi m. ... 4,599,080 

XI, Insufficiently described occupations .. 9,236,210 

XII. Unproductive . 3,451,381 

Inmates of jails, asylums and hospitals ... 132,600 

Beggars, vagrants, and prostitutes . 3,311,771 

II. 


No. per 10,000 

Occupation. of total 

population. 

Landlords and tenants ... Ml ... Ml 5,606 

Agricultural labourers ... ... ... ... 1,316 

General labourers ... 287 

Stock-owners, milkmen and herdsmen. 164 

Cotton workers .. ... 207 

Blacksmiths ... ... ... ... ... ... 44 

Brass, copper and bell-inetal workers ... . 9 

Carpenters and wood-cutters . 90 

Fishermen, boatmen and pialki bearers ... 133* 

Oil-pressers ... ... ... <u ••• 37 

Barbers ... ... ... ... ... ••• ••• 

Washermen ... ... ... ... ••• ••• 38 

Toddy drawers . .. ... 20 
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Grain buskers and parchers ••. ... 68 

Leather workers ... 90 

Basket makers, scavengers and drummers ... ... 107 

Priests. 64 

Potters. 63 

Mendicants. 128 

Cartmen and pack animal drivers ... . 47 

Village quacks and midwives ... ... ... ... 6 

Goldsmiths ... ... ... ... ... . 67 

Grocers and confectioners. ... ... .•• 119 

Grain dealers and money-lenders... . ... 109 

Village watchmen and other officials ... ... ... 64 

Vegetable and fruit-sellers . 61 

Makers and sellers of bangles ... ... ... ... 16 


9,029 


ITT. 


1 . 

2 . 

3. 

4. 

5 . 

6 . 

7. 

8 . 
9. 

10 . 

11 . 


Cultivators... 

Agricultural labourers . 

Rent receivers . 

Agents and raising of farm stock 
Fishing 

Industries. 

Transport ... ••• ••• 

Trade .*• ••• ... . 

Public Administration and liberal arts 
Domestic service ... ... 

Others ... ... ... ..* 


Percentage. 

50 

13 

6-8 

2 

*6 

11-2 

1- 7 
5 2 

2- 9 
1-5 
4 1 


Total ... 100' 

IV. 

Bombay Presidency. 

1. Agriculture and Pasture ••• ••• ... ... 1,34,25,843 

2. Fishing and hunting ... . 1,52,757 

3. Extraction of minerals . 31,071 

4. Industry . . 24,58,688 

5. Transport ... ••• ••• ••• ••• 6,11,719 

6* Trade.., *•» ••• ••• 12,12,172 

7. Public Administration and liberal arts . 9,27,385 

8. Miscellaneous . ••• ••• ••• 9,5$,601 


Total 




1,96,26,477 
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iX* 38. Agricultural Labour i— India is a land of villages 
•of which there are no less than 7* lakhs Scattered all over 
the country. Qalx 9 •*> "ant of fht pepaletl— oi India arm 

not less than 5,000 inhabitants as a 
with 78‘1 per oent. in England and 
Wales and 45‘6 per oent. in Germany. In suoh a preponderat¬ 
ing^ agricultural oountry as India, out of every 10,000 of the 
village population, a little more than a half are land-lords and 
tenants and about one-eighth are agricultural labourers, 
ganaral lfchnni-ai-a hnln ff 3 per oent. of the who le. It has 

been calculated that, on the average, ip foa .who le, of India , 
every hundredjBultivators employ 25 labourers, but the number 
varies lhTTfuT main provinces from 2 in Assam, 10 in Punjab, 
12 in Bengal, 16 in the United provinoes to 27 in Burma, 33 in 
Bihar and Orissa, 40 in Madras, 41 in Bombay, and 59 in the 
■ Central Provinoes and Berar. 

J As regards Indian agricultural labour, there is no question 
about its being most patient, assiduous and skilful. The labour 
of a land owning farmer must be distinguished from that of a 
landless worker who hires himself out to another. The agri¬ 
cultural labourer often owns a piece of land himself and works 
both on it and on the farm of a local landowner. This land- 
lord-cum-labourer does besides other kinds of work; plies his 
cart for hire and markets field produce. The women of the 
house also work in the fields in a similar manner. Women 
labourers are employed for weeding, harvesting and so on. 
They make cow-dung oakes which are sold in the neighbouring 
town, and milk, grass and firewood are also similarly taken for 

( ale every day. Agricultural labour is thus mostly seasonal and 
tot specialised as in western countries, unless it is continuously 
imployed; and spinning and other simple trades are also 
carried on under the roof of the oottage. Complaints have 
reoedtly been loudly made by landlords that farm-labourers 
have grown more lazy and indifferent and that while there is 
-an inorease in the rate of wages, effioienoy Is deteriorating. 
Migration, increased demand for all kinds of labour outside 
the village and urban influences are largely responsible for 
-this tendency. 

' The impression has long prevailed that the Indian oulti- 
«vator is a very indifferent worker, dull-headed, unenterprising 


general rule) compared 
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and inefficient; hnt «nam. ha Uom th* foot °*hj» 

beiny withnnt gn^ 4 implements and manure s 

and without tfc ogg other oharaoterlstios which give a farmerTE’a 
appearance of a progressive and capable worker. ^Latterly,! 
however, the Indian onltivator has oome to be better appreciat-I 
ed 1 and it is stated that in the art of agriculture he has little! 
to learn, exoept the new methods which scientific progress has 
taught^) In 1889 Dr. Voelcker,* consulting Chemist to the- 
Royal Agricultural Society of England* was deputed to make 
inquiries and suggest improvements in respect of Indian agri~ 
culture. And he stated it as his deliberate opinion that * the 
ideas generally entertained in England, and often given expres¬ 
sion to even in India, that Indian agriculture is, as a whole, 
primitive and backward, and that little has been done to try 
and remedy it are altogether erroneous.* The position was- 
pithily summed up by His Most Gracious Majesty the King-\ 
Emperor while in India in the statement that “ the cultivator' 
has always been patient, laborious and skilful, though his 
methods have been based upon tradition. Latterly the resour¬ 
ces of science have been brought to bear upon agriculture and 
have been demonstrated in a very short time. ” 

pf 1 “ It is assumed that the Indian cultivator knows nothing about his 
*a>wii business : that any thing that is good must come from the West. And 
so the kindly, but in many cases, misdirected efforts of early workers took 
the line of introducing into India crops or implements of Western 
originardless altogether, in the case of crops, of the effect of climatic 
change or in the case of implements, of considerations of cost. This feeling 
died hard. It was long beforo the stage was passed of considering that the 
West must teach the East, that the East hacl nothing to teach the West. 
Real progress came only when it was realized that in India we have to deal 
with an agricultural practice which has been built up on the traditional 
custom of years and in which reside, though unexpressed and unexplained, 
deep scientific principles the reasons for which can only gradually be eluci¬ 
dated 77 — 11 Agiiculture in India 77 by James Mackenna. 

i/ 2 “ At his best the Indian Ryot or cultivator is quite as good as and in 
some respects the superior of the average British farmer, while at his worsts 
it can only bo said that this state is brought about largely by an absence of 
facilities for improvement which is probably unequalled in any other country, 
and that the Ryot will struggle on patiently and un-complainingly in the 
face of difficulties in a way that no one else would. Certain it is that I, at 
least, have never seen a more perfect picture of careful cultivation, combined 
with hard labour, perseverance and fertility of resource, than I have seen, 
in many of the halting places is my tour. 77 
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I 39. Village Economy The Indian village ie generally 
^sslf-contained unless where it has been brought into olose con¬ 
tact with the outside world by the railway. The importation 
of maohine-made goods and their diffusion throughout the 
country, have, however, disorganised the self-suffioing organiz¬ 
ation of villages. On 'a preceding page we have shown the 
hereditary occupations of the inhabitants of villages and that 
represents the normal rural situation. But the village organi¬ 
zation is fast undergoing a change. The hereditary skill of 
several classes of artisans finds a steadily diminishing demand 
owing to the introduction into villages of manufactured articles, 
Indian and foreign. They are thrown back upon the land 
which some of them own and thus press upon the soil except 
when new tastes and wants provide them employment in their 
old industry adjusted to changing oiroumstanoes or they find 
employment outside the village in new industries and trades. 

The caste of each worker determines for him the occupation 
he will follow. Though some people will disdain to touch the 
plough, * it may be noted that agriculture, including field 
labour, is the occupation whioh has drawn away most of those 
who have deserted their traditional oallings. * There are, again, 
various occupations, whioh are not specially ear-marked, such 
as service under Government or private employers, the learned 
professions &o., which persons of all castes seek to follow; and 
with the spread of education, the competiton for employment in 
these directions will become increasingly severe. Struggle for 
existence, oontact with western civilization and spread of edu¬ 
cation are great solvents ; and they are loosening the rigidity 
of caste organization. Thus the higher classes among the 
Hindus, e. g. the Brahmins, have taken to trade, and suoh 
occupations as tailoring, watch-repairing, engine-driving, 
-carpentry, shopkeeping, &c., are no longer barred to them. 
Owing to a laok of demand for their goods, the hereditary skill 
of sveral artisans has deteriorated and it is only to satisfy the 
simple wants of village people or the artistic tastes of the 
wealthy few that rural and urban craftsmen ply their indus¬ 
tries. 

The farm worker goes daily to his field in the agricultural 
.season and does some other job when land provides him no em¬ 
ployment. The cow-herd and the shepherd tend their herds and 
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flocks in the village commons and on adjacent hills. This is 
chiefly the occupation of the children of agriculturists’ families. 
The weaver plies his handloom under trees in front of his hut 
and the potter turns his wheel in the open space before his hovel. 
The blacksmith works at his anvil and forge to make and re¬ 
pair the carts, implements and tools of the village. The car¬ 
penter, the oil-presser, the leather-worker and the shoemaker are 
likewise in request and supply the simple wants of the rural folk. 
Female workers are employed in the fields for weeding, picking 
and reaping, gut ginning and spinning are no longer the re gula r 
•domestic ocQup^tions oi wonaenj&sIthey wera before the advent 
of machinery. Most of the oraftsmen in the village are auto¬ 
nomous wo^cers, but the other labour is hired, either by the 
day or by the year. In the old village organization, artisans 
and craftsmen were, so to say, public servants and were expect¬ 
ed to supply their labour to farmers in return for remuneration 
given to them in kind according to a fixed schedule. This sys¬ 
tem prevails in villages even at the present day. 1 2 

Slaves and serfs are frequently referred to in the Dharraa- 
shastras* and other ancient works and the institution of serfdom 
continued down to recent times. In several parts of the 
country there are ygrimiltn ral labourer s who can be hardly dis¬ 
tinguished from serfs. They urn in the lrn n grfp nf tbn l&adlpjrd 
who has advanced to them sums of money required by them to 
defray the expenses of marriage and other ceremonies. And as 
repayment of the debt is praotioally impossible, the labourers 
become attached as serfs to the estate of the master. They: 
receive from the landlord-cum-money-lender a stated amount* 
of food, clothing and oash per year and become hereditary serfs. 
The * Fadials ’ 3 of the Madras Presidency are serfs of this type 
and under other names they are not an uncommon feature of 
village life elsewhere. 


1 See T. N. Atre’s “ Gawa-gada ” in Marathi. 

2 Mann, VIII, 413-415. 

3 Some South Indian Villages:—“ A ‘ padial ’ is a sort of serf who has 
fallen into hereditary dependence on a landowner by debt. In almost every 
case the original debt was a sum of money borrowed by a landless man to 
solemnize hi/marriage or more frequently, that' of a son or daughter, the 
borrower undertaking to work for the lender until the debt should be repaid, 
in return for a certain limited supply of food. ” 
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40. Factory Labour Even in Western countries-- 
where the factory regime is in full swing, we witness in indus¬ 
tries what is oalled a * regressive evolution, * and manual 
labour, assisted perhaps with improved tools, is often preferred 1 
to work done with the aid of maohinery. In Indi a, th e m a c hine- 
is the exception and manual labour the rulp, in spite of the- 
jfaot that in large centres like Bombay, Caloutta, Cawnpur, 
Ahmedabad and other towns, • numerous faotories have been' * 
started. Maohinery driven by power is being installed in 
many petty towns and is fast displacing manual labour engage 
ed in small industries. The operatives employed in faotories- 
have, of course, to do work of a different oharaoter from that 
done by those engaged in agriculture, the domestio industries 
and the handicrafts. Some of it is, indeed, highly skilled and 
its efficiency is considerable. 

^/Tt is not easy to calculate the number of people employed 
in the two different types of industries. The last census report, 
however, gives specially collected statistics of persons engaged' 
in factories which employed twenty or more persons on the 
date of the oensus. This number must now have largely in¬ 
creased and more accurate and more instructive statistics will 
f be available when the report of the latest census oomes to be> 
(published. There were in the whole of India,/?,113 such fac¬ 
tories employing 2’1 million persons, or 7 pfefr mille of tho 
(population. Of these 21 lakhs workmen, 5,54,778 were returned 
jas skilled and 14,80,815 as unskilled. There were 38 females 
I per 100 males employed in the factories. The plantations alone 
| were responsible for 7 lakhs jf workers and more than 5H lakhs 
i were employed in textile industries, mines providing employ¬ 
ment for about VA lakhs. Railway workshops, 118 in number, 
gave employment to 98,723 persons, and of these 65,460 were 
skilled workers. Of the 7,113 factories mentioned above, 4,52 9- 
used mechanioal power and were responsible for the employ- 
mentuUtl8L.lakhs of workme n out of. a—21 .lakh®. It 
may have been observed that the proportion of skilled to un¬ 
skilled labour in factories was as 1 to 3. 

What we have said above of agricultural labour applies, to 
a considerable extent, to labour in factories also. Most of the 
mill-hands and domestio servants in Bombay, for example,, 
have their bits of land, perhaps the oommon property of a joint 
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family, and they return to their rural homes at the beginning 
of the rainy season. They lend a helping hand to the folk at 
home in agricultural operations and on the close of the season 
return to their urban occupations. These migrations disturb 
the work of the factory and the employer is annoyed by the 
absenoe of so many hands at regular intervals. The operatives 
are not inolined to settle permanently in or near the towns as 
their attachment to the native village is too strong for this and 
file conditions of urban life are not sufficiently attractive. Nor 
can they stick to their rural homes as they must go out to earn 
enough to supplement the scanty and preoarious income yield¬ 
ed by the village land. This amphibious character of the 
Indian faotory worker is an interesting feature of our indus¬ 
trial organization and possesses great economic significance. 
It means irregular and inefficient labour; the migration of the 
rural population to towns; the inability of agriculture to support 
large numbers among the rural population; and the superior 
attractions of urban wages. 

Labour employed in the Jute mills of Bengal was formerly 
almost wholly local. ^But recently as muoh as 80 to 90 per 
cent, of it is reoruited infne neighbouring provinces. The same 
remark applies to tea plantations in Assam and to the various 
factories in and around Calcutta?) The Bombay mill operatives 
are stated to be more skilful ans intelligent than the Bihari 
immigrants into Caloutta and consist mostly of Marathas from 
the Deccan and Konkan, to a oertain extent of Eonkani Maho- 
medans and Julhais ( Mahomedan weavers ) and of a few men 
from Central India. The workers in the coal mines in Bengal 
are partly drawn from outside and partly locally. The labour 
is insufficient and intermittent and most of the labourers are 
cultivators or agricultural workers who return to their villages 
for agricultural operations. The labour employed in the ootton 
gins and presses in Northern Deccan, Berar, parts of the Cen¬ 
tral Provinces, and in Central India, is seasonal and unskilled. 
The supply of fitters and engineers is fairly plentiful there and 
the same labour conditions prevail in the cotton areas of the 
United Provinces, the Punjab and Madras. 

^ 41. Traditional Training.— In the case of the old in¬ 
dustrial arts, as we have pointed out before, there is yet much 
surviving skill and efficiency, but these have litlle scope for 
13 
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expansion, and with a steady diminution in the demand for 
products of indigenous manufacture, they are slowly but surely 
disappearing. The need of new industries and of a modifica¬ 
tion of the forms of the old ones is being keenly felt, and it 
has become necessary to adjust technical and industrial train¬ 
ing to the changed oircumstances. The traditional 1 method of 
industrial training is very largely similar to the apprenticeship 
of the Middle Ages in Europe. A craft being hereditary in the 
family, is picked up by the boy from his father or an elderly 
relative or a master craftsman to whom he is apprenticed. A 
learner in India, be it of music, of handicrafts or of trade, must 
begin by doing very humble servioes in the house of the mas¬ 
ter and must proceed by slow stages, watohing and being direct¬ 
ed as he goes on. The pupil rarely pays anything for being 
taught and may earn something from his master as the latter 
receives assistance in his work. When the training is over, 
the apprentice sets up independent business or becomes a part¬ 
ner or a permanent worker in the master’s shop. 

‘ * This system answered well in the past, but it no longer 
suits the changed and changing eoonomic conditions in India. 
The workmen are not thereby enabled to keep abreast of the 
times, the quality of their work has deteriorated and the pro¬ 
ducts of their industry are fast being supplanted by imported 
articles. Except in a few cases, they can neither adhere to the 
traditional system nor avail themselves of the advanoe the 
world is making in improved mechanioal processes. The bulk 
of Indian workmen are ignorant. They cannot understand the 
changes that are taking place all around them, and oannot be 
expected to adjust their aotivity and skill to the altered envir¬ 
onment. They are also extremely poor and their laok of 
means is another serious obstacle in their way. The handloom 
weaver is a typioal example of this deplorable condition and it 
-is a serious problem how to rehabilitate him. The duration and 
nature of industrial training must vary from industry to in¬ 
dustry and from industrial grade to industrial grade. Most of 
the instruction in occupations requiring manual dexterity and 
the exeroise of the imagination, has been of a severely praotioal 

1 Ancient Sanskrit works lay down rules for the guidance of industrial 
apprentices and their teachers. See Narada Smriti, Y 16-19. 




PRESENT REQUIREMENTS. 


99 


nature, reoeived either in the home or at the plaoe of a master 
craftsman. This method of training oan not but be found to be 
unsuitable where improved processes and maohinery are com¬ 
ing to be used; and greater productivity and new industrial 
•operations require a different system of training, practical 
and theoretical. 

42. Present Requirements. —It is inevitable that in 
the steady process of economic evolution now going on in this 
country, the hand workers should have to abandon their old 
callings and that improved and new industries should take the 
place of the latter. Their displacement from hereditary occu¬ 
pations to which they were born and bred, naturally excites 
sympathy but they cannot be simply preserved as the relics of 
a bygone age in an economic museum. The young generation 
of the hand workers must be educated and trained in new me-i 
thods and processes and must be taught te use improved tools! 
and machinery. Only in this way can these classes of workers 
in India be enabled to keep abreast of the times and be efficient 
agents in the production of wealth. Even though they may 
cling to their particular callings allowed by caste prejudices, 
they may be given scope for improvement in those very callings 
and thus enabled to make a living and stand outside competi¬ 
tion. Or they may be trained to work in factories where their 
inherited aptitude may be suitably developed into up-to-date 
efficiency. Workmen of this type do find employment in mills 
and factories and are able to earn high wages. They also can 
steadily rise to higher positions and become foremen and even 
managers and employers. This will certainly mean the trans¬ 
formation of autonomous workers into wage-earners. Bui 
failing the rehabilitation of craftsmen in a comfortable posi¬ 
tion, that alternative is preferable to stagnation and starvation, 

In textile mills, mines, factories and railway workshops, 
a training suited to the different trades, is essential to make 
efficient workers, and in India as in other countries, honest, 
active and intelligent men are promoted to responsible and re¬ 
munerative places. But in this country, the higher and the 
intelligent olasses usually take to the learned professions and 
the too literary character of our education has created a large 
Amount of unemployment among them. A number of ,Jeohni-J 
cal sohools do exist and some of their products seoure employ- 
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ment in the factories. An adjustment, however, between 
Industries and teohnical institutes has not yet taken plaoe, and 
there are numerous young men who have received technical 
education but fail to secure suitable employment. While there- 
is a popular demand for the establishment of teohnioal insti¬ 
tutes, large and small, in all parts of the country, there is a 
complaint on the other side that the supply of trained men is 
already larger, and any addition to it must inorease the army 
of the unemployed. 

W foat ia- aijgan t l v- »« qu i red -4a-»lha.-xe org a ni 7. a t ion > ref o rm 
and expansion of opr whole Aduoati2i«kJ..«tatsai-. The diffusion 
of primary education, the starting of technical and industrial 
sohools and the provision of mechanical training for factory 
operatives, must be undertaken on a liberal and comprehensive 
scale and nothing must be left to custom or to chance. The 
problem of national education has been or is being solved in 
Germany, Japan, England, Austria and Amerioa, but in India 
we have long drifted and even now when the lessons of the war 
in this connection are being taken to heart everywhere else, wo 
are not moving sufficiently fast. 1 Each individual oit igaftjmust 
go through a su i table system of educ at ion , his faculties must bo 
novel opecT an cT IheTestth at is in him must be drawn out to his 
own and the public advantage. 3 T echnical scholarship s aro 
given by Government to qualified young men to enable them to 
acquire industrial training in western countries; and it is ex¬ 
pected to do more in this as well as in other directions. 

43- Technically-Trained Men. —The view is held by 
many that “ if it is admitted that in every other country teoh¬ 
nioal education has followed the organization of industries, or 
grown up alongside with them, and may be said to be the ne¬ 
cessary complement to industrial efficiency, it is obvious that 

1 See Viscount Haldane’s paper on National Education in ‘After War 
Problems ’ and an account of the German system of education in Earl Dean 
'Howard’s Recent Industrial Progress of Germany. 

2 “A factor which has tended in the past to delay tne progress of Indian 
industrial development has been the ignorance and conservatism of the un¬ 
educated workmen. The evidence tendered by employers was almost uni¬ 
versally in favour of labour, both skilled and unskilled, that had at least 
received primary education. This is given in countries with which India 
will have to compete and is a sine qua non in this country also. ’’—Report c£ 
the Indian Industrial Commission. 
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in a oountry whare few industries are established, the wholesale 
education of Indians oould only result in an excess of young 
men trained up for posts whioh do not exist, and for whom no 
suitable occupation oan be found. ” Employers of trained 
labour likewise complain that the men produoed by the techni¬ 
cal institutes are not suited to the kind of work they are 
expeoted to do in factories. The men, it is said, want high 
salaries, even from the very start, and are averse to working 
with the hand. They are, therefore, condemned by the employ¬ 
ers as useless people. For the higher kind of work they are not 
wanted and for the lower grades of labour for whioh there is a 
demand, they are not suited. This is the burden of the com¬ 
plaints which employers had to make to Lieut. Colonel Atkin¬ 
son and Mr. Dawson who were deputed by Government to make 
an inquiry into the subject. The oomplaint extends to the sons 
of artisans who receive an education beyond the primary 
stage and it is stated that the spread of education among the 
artisan classes tends to bring manual labour into contempt, 
leading the young men to forsake their fathers* callings in 
favour of olerioal work. 

Opposed to this view is the other according to which em¬ 
ployers of labour in India have a strong and by no means an 
unselfish prejudice against technically trained men and that 
they want to employ -low-paid workers. “ Even in existing! 
conditions the field for employment is large if the exclusiveness 
of some of the employers is overcome. The railways and navi J 
gation companies, for instance, provide an increasing numbe ■ 
of berths to men trained in the technics. We have now abou ; 
33,000 miles of railway in India and the mileage is expanding 
This must have a large room for employment if only as fore¬ 
men, drivers,fitters, guards, carriage builders and engine makers. 
There are very few Indians now employed. They have not hac 
their chance in this line. The navigatlQn-Q Qmqanie^ tpodc 
not e mp l oy th em exaaplLJLa^J^ thft_ aaExioi 

Ship-building is not undertaken in India and yet the time will 
come when an attempt will have to be made... The growing 
mills, the business houses, the banks, the engineering firms and 
a host of other special institutions that oould be named oould 
employ for years to oome almost all the material turned out by 
the teohnioal institutions, either now existing or whioh may be 
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started in the course of the next few years. ” 1 The tendenoy 
of artisans’ sons to treat manual labour with contempt and to 
■ pre fer cl erical work, wherever it is seen, is rightly attributed to 
^Sewror i^s ysterD of ed ucation which has been made available 
ito them. 

.»• 44. Prospects.--On railways, and in mills, faotories 

and workshops, there is undoubtedly a growing demand for 
trained men and in several of them the relatives and the child¬ 
ren of the workers are trained. The inhabitants of certain 
provinces and the members of particular castes are deolared to 
be peculiarly fitted by nature for technical education. Mem¬ 
bers of the artisan classes are preferred by employers, one of 
whom stated that “ the men required in the textile industry 
were men recruited from the lower classes and eduoated up to 
about the middle standard-men who were accustomed to hard 
work by tradition and had not been spoilt by too high educa¬ 
tion. ’’ Employers seem to be willing to take up apprentices 
if young men of the right type are willing to learn under the 
conditions offered, and suitable provision may also be made for 
technical education in special schools or institutions attaohed 
to factories. 

The spread of elementary education is the first need of the 
country, and that system must be linked up with general tech¬ 
nical and special industrial education. With intelligent and 
trained labour several of the existing industries may be improved 
and rendered profitable while the efficiency of new and modern 
ones may be materially increased. The benefioent effect of ele¬ 
mentary education upon the efficiency of labour has been admit¬ 
ted on all hands. 2 For the higher grades of workers a little m ore 
education and actual experience in factories, oombined with 
technical training, is needed. And as to the work, oi supervi¬ 
sors, managers and organizers, technological institutes of a 
higher type like the Victoria Jubilee Technical Institute in 
Bombay and the one proposed to be started in the United Pro¬ 
vinces, are obviously necessary. Men so trained must also 
get scope for the use of their education and ample opportuni- 
ties for rising to higher positions in industries. At the pr esent 

1 Report on the Inquiry concerning the employment of technically 
trained Indiana. 

2 Indian Industrial Commission’s Report, Page 109. 
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stage of eoonomio transition, the adjustment of training to the 
varied industrial requirements, is certainly a diffioult matter; 
and a determined effort must be made by Government to pro¬ 
vide it in suitable ways. 

/ In agriculture too, special training will go a long way to 
/improve the efficiency of the farmer, 1 and provision is being, 
made for this by the starting of vernacular agricultural schools 
for the sons of cultivators, notably in the Bombay Presidency. 
The common agriculturist does possess great skill but his in¬ 
dustry cannot be made more remunerative and productive 
unless he knows how to apply improved methods of farming. 
Demonstrations organized by the Agricultural Department and 
associations, of the efficiency of improved methods, manures 
and implements, are producing some beneficial effect 
upon the condition of farming and greater efforts in this direc¬ 
tion are obviously needed. 

45. Shortage of Labour. —We shall have more to say 
concerning the condition of labour, urban and rural, in a later 
part of this book. Here we shall notice one or two points only 
with respect to the su pply of Indian labour. The general 
complaint about the shortage of labour on the part of employ¬ 
ers, has been already noticed. Like the Blaok Death in England, 
the Plague has taken a heavy toll of the lives of the working 
population during the past twenty years. A single visitation 
of influenza carried away, in 1918-19, 60 lakhs of persons* 
chiefly from among the working classes. These epidemics, 
along with malaria and other diseases which have made per¬ 
manent homes in the oountry, have produced big breaches in 
the ranks of labourers. A difficulty appears to be experienced 

1 “ Skill, that is to say, practice and a certain amount of knowledge is 

required by tl\e man who drives a plough or a cart or who sows or reaps or 
irrigates or weeds •, and tins skill is accoutred in a very higYi degree by the 
cultivator’s children as they help their father and learn from him. But the 
art of agriculture has to move with the times, just as handicrafts must mdVBT 
new crops have to be grown and old crops given up •. new methods, new tools, 
and new implements ore required in order to secure the greatest possible 
production from the land ; and the cultivator cannot teach his sons about those 
things, which he does not know himself. And so arises :tho need for some 
kind of education which shall teach the cultivators’ children the new know* 
ledge they require without interfering with the training they receive from 
their fathers. ”— W. H. Moreland : An Introduction to Economics. 
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| every where by employers of different kinds of workmen in 
j securing an adequate and suitable supply of labour, (put the 
fact that workers are not readily available or available at the 
old rates of wages, ought not to be taken as an indication of 
any real shortage of unskilled labour in the oountry, taken as a 
whole. The labour of artisans suoh as mechanics, fitters &c., 
is, of oourse, soaroe and competent foremen and supervisors are 
.hard to secure/} 

(And here we are confronted with the paradox that while 
thousands of coolies have emigrated to distant colonies as in¬ 
dentured or free labourers, employers of Indian mills and 
factories have been complaining of a soarcity of labour} But 
we know under what conditions the emigrants go thousands of 
miles beyond the seas, and, after all, their number is a drop in 
the ocean when it is compared with the total labour Bupply in 
India. In the first place, the r ising p npga of fond .grains and 
other necessaries, must make labour dearejfr and employers 
have no right to expeot workmen to be satisfied with the old 
rates. Secondly, though it is not easy to induct? the igorant 
Indian labourer to move out of his village and seek empl oy¬ 
ment at distan t places, the prejudice against migration is seen 
gradually disappearing. More than ten lakhs of Indian labo- 
t!TOTef , Sre't6”'he found working on the plantations of the various 
British Colonies and thousands migrate from one province of 
India to another. 1 The old looal equilibrium between demand 
and supply has been disturbed almost every where, and labour 
can no longer be obtained on terms to which employers have 
long been acoustomed and whioh they are naturally reluct¬ 
ant to raise. The allurements of the town and the city, draw 
off a growing stream of labour from the rural parts for the 

; 1 “ The large streams of migration from Behar and Orissa, the United 

Provinces, Rajputana and Madras aie specially noteworthy. These provin¬ 
ces supply the requisite labour to the fertile plains of Bengal, and the still 
undeveloped Assam and Burma. Not only are the fields of Bengal capable of 
supporting a larger population than is now to be found in them but the in¬ 
sanitary condition of the province aids futher immigration by decimating or 
disabling the existing labourers. Of the 14,00,000 emigrants in Bengal, only 
a fifth are the natives of the contiguous province of ^Behar and Orissa or 
Assam, showing thereby how attractive its factories and lands have been to 
j the residents of even the distant United Provinces and Rajputana. ”— M. S. 
Kamath : “ The of India ’’ 
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-msjor portion of the year, and it bears the stamp of provincial 
and oaste peculiarities. In his report on British trade in India, 
Mr. Ainscough refers to the ‘ startling faot * that in a country 
-with a population of over 313 millions, whose standard of living 
is extraordinarily low there should be a dearth of labour for 
new ventures, and explains that it is difficult to obtain * a 
permanent industrial .class attaohed to one industry from 
father to son * out of a population of cultivators of land. 

46. Potential Supply.— The attractions of suoh indus¬ 
trial oentres as Bombay* Ahmedabad, Cawnpur, Jamshedpur 
and Caloutta, draw labourers from far and near, and there is 
a very large potential supply to be found among the wild 
tribes, olasses known as * untouchables * and the people^,that 
lead a vagrant life and subsist on For 

centuries these have been relegated to a condition of hopeless 
degradation and demoralization, and on account of the strong 
religious and social prejudices against them—the result of 
historical causes—they could not be counted upon to man the 
labour force which is required to oarry on new industries started 
all over the oountry. Standing on the lowest rung of the ladder 
of Hindu sooiety, the untouchable classes have no religious 
soruples which hamper the migration of the higher oastes to 
distant provinces and abroad and which forbid them to do work 
regarded as mean and degrading. Large numbers of these, 
therefore, go as coolies to Oeylon, Burma and Federated Malay 
States. Among these olasses, therefore, we have an unlimited 
potential source of labour power and as their number is estimat¬ 
ed at no less than six crores, Indian industries need not suffer 
from a shortage of workmen. Caste prejudices against the employ- 
Iment of these people who have little scope for honest work and 
opportunity to improve themselves, will die out and ought soon 
to die out, and economio foroes will combine with humanitarian 
and patriotic considerations to prevent so much human power 
from going to waste, i 

1 The movement of political reform which has gathered great force 
since the outbreak of the war, has compelled public attention to the rights 
of the suppressed and the fallen and to the question of the uplift of the 
depressed classes. As their disabilities are steadily removed, they will 
make an increasing contribution to the labour power of the country. Their 
-sense of self-respect has been roused and there is to-day an upheaval 
among the depressed classes all over the country, their representatives being 
nominated to municipal boards and legislative councils. 

14 
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I The members of the depressed olasses who are shunned b y 
/high class people, are found to become respectable domestic 
< servants and operatives and to do work that requires intelli- 
j genee, perseverance and trustworthiness. To-day, they are in 
an extremely wretohed condition, their habits are filthy and 
Jheir surroundings are forbidding. Several of them, however, 
have been the traditional servants of the village community and 
' are characterised by honesty, sturdiness andphysioal endurance. 
| Some of them have lands given to them in return for village ser¬ 
vice and are thus cultivators. Others earn a living by doing stray 
Sjobs, making ropes, baskets and so forth. Tanning and ouring 
|iides gives employment to some, while others work as scavengers. 
The work of uplifting them whioh is being carried on by ..phil¬ 
anthropic people and social reformers, has an obvious economic 
significance. Both justice and economic needs require that the 
depressed olasses should be raised from the slough of degradation 
and demoralization into whioh they have been allowed to fall. 
The old s> stem of specialization under which the caste of a 
person determined his profession, is slowly giving way before 
the advent of the new regime, and the old barriers of oaste and 
prejudice being removed, all people must get opportunities to 
better their social and economic position, by doing work for 
which they are fitted. 

47. Criminal Tribes. —Owing to the administrative and 
economic changes which are taking place in the village orga¬ 
nization and public life, the untouchable classes are fast losing 
their traditional employment. If they are, therefore, given 
education, they can be made to take a share in the new indus¬ 
trial organization by working in mills, factories and workshops. 
Non-Hindus, partioulary Europeans, freely employ members of 
the untouchable classes, as domestio servants and when the 
servant problem is becoming more and more difficult every day, 
relief may be found in this direction. A Mahar or a Mang, 
branded with untouohability, in the Hindu community of 
whioh he is a nominal member, attains respectability when he 
enters the Christian fold into which he is readily welcomed. 
Besides these depressed classes, again, there are the criminal 
tribes scattered all over India. They lead a vagrant life and' 
i are a meanoe to the peaceful population of our villages. The> 
work of reclaiming these people has been recently undertaken 



WASTAGE AND ECONOMY OF LOBOCR POWER. 


10? 


by Government, and missionary effort is also in the field. These- 
men must be weaned from their immoral and criminal habits and. 
be made to live useful lives. They ought to be taught certain 
trades and thus may beoome useful members of sooiety instead 
of parasites and habitual criminals. 

Only one illustration of how the criminal tribes may be 
reclaimed and be trained to contribute to the production of 
wealth by taking up decent trades, will here suffice. An inter? 
esting experiment to oontrol and reform the criminal tribes of 
the Bijapurdistriot was started a few years ago under the auspices 
of Government by Mr. O. H. B. Starte, I. C. 8. With the co¬ 
operation of the officials and the gentry of the district, and par¬ 
ticularly of certain employers of labour, he has been able to 
turn Chhaparbands, Haranshikaris and Ghatiohors into mill- 
hands, masons and agriculturists. In the Criminal Tribes 
Settlement at Sholapur, there has reoently been a population! 
of about 3,500, of whom nearly 1,500, including men, women! 
and children, were employed in the local mills. These tribes 
consist of different oastes with a history and charateristics off 
their own. The Chhaparbands were once given to manufac¬ 
turing false ooins, but are now earning an honest livelihood. 
Then there are the Bhamptas who were given to the commis¬ 
sion of thefts on the railways. The Gujarati Bhats who were 
also thieves and the Haranshikaries who committed robberies, 
are now, along with others, working in mills as ordinary la¬ 
bourers. There are other wandering tribes who are a nuisance 
md a menaoe to peaceful sooiety and they must be reclaimed. 1 
low ample is the scope for efforts in this direction, may be 
Realized from the fact that only a bout y per pe nt, of the total 
:riminal tribe population in India, reckoned at 4 millions, is 

I at present under instruction and that of the aboriginal popula¬ 
tion estimated at about 10 millions, approximately l^oer oent. 
is at school. * 

48. Wastage and Economy of Labour Power:— 

?There is a large amount of labour power, actual and potential, 

| whioh may be thus utilized to the immence advantage of the 


country. Some of the olasses who at present contribute little. 


1 See Atre’a Gawagada in Marathi. 

2 India in 1920. 
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'to wealth-production, have been referred to above. There are 
-several besides them who live on the profeJ9ioB_J?t- baggj»g. 
With them it is a hereditary calling, and they think they oan 
not do and ought not to do anything else. Indians are an ex¬ 
tremely oharitable and hospitable people and very often it is 
not a discriminating oharity they practise. This piety is ex¬ 
ploited by many a mendicant who does not regard begging as 
dis-respeotable. The mendicancy takes various forms, more or 
less associated with the religious ideas of the people. Most of 
the mendicants donotknow the dignity oflabour and pretend to 
feel offended if they are asked to earn their bread by the sweat 
of their brows. 

i The so-called Sadhus who go about from one shrine to ano¬ 
ther and live upon the industrious, are a great problem. The 
idle lives led by monks and priests, have provoked a revulsion 
of publio feeling in all countries, and the abuses of poor relief 
in England are well-known. The drones who live on the piety, 
credulity and oharity of villages and towns, will steadily find 
their position getting more intolerable in the struggle for exis¬ 
tence which is beooming keener every-day, but to-day, they 
represent so much wastage of labour power. How to improve 
the Sadhus and make them useful members of sooiety, is a 
question which is being taokled by Hindu Sabhas and confer¬ 
ences. It is a very large and difficult problem and must be 
boldly faced by the community. 

Caste rest ri ction s which prevent persons from taking to a 
trade to which~they~are not born, also involve waste and loss 
of efficiency. Supply of labour does not readily respond to de¬ 
mand, and the productive power of the oountry suffers. Occu¬ 
pations which, in other countries, are indifferently pursued by 
all persons, are in India, oonfined to particular castes, and are 
looked down upon as inferior and debasing by others. The ex¬ 
clusiveness and pride of caste are s'o strong that workers 
belonging to a social group or sub-seotion, feel degraded if they 
are oalled upon to take to a trade followed by others. Maho- 
medans and other non-Hindus are not, of course, hampered by 
suoh restrictions, and they are seen easily adapting themselves 
to the situation. But as we have observed before, oaste distinc¬ 
tions are gradually becoming less rigid in the economic sphere, 
where disturbing and dynamic forces are leading to individual 
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freedom and emancipation from oaste control though socially 
the restrictions are still effective. 

Ttia lyjiatftiitiQn for manual work, is another 

source from whioh, through the economy of labour power,., 
what practioally amounts to an accession to the ranks of 
operatives, may be looked for in an increasing proportion. 
Machinery and improved tools will set free for employment much 
of the labour now engaged in heavy, unskilled and exacting work. 
A maohine driven by steam, gas or eleotrioity, does as muoh 
work as a number of human workers and this constitutes n. 
distinct saving of labour and a measurable gain in productivity. 
The oil and flour mills, the pumps for drawing up water, the 
sewing maohine, the sawing and husking mills, the power loom 
and a host of other mechanical appliances are fast displacing - 
manual labour and are thus adding to the supply of labour 
power. The use of machinery has its disadvantages : but the 
compensating gain in a oountry whioh wants a larger produc¬ 
tion of wealth and the promotion of material prosperity, is an 
important consideration which must be given due weight. 

99. Adaptation to Needs: —Labour is a primary and 
active agent of production, and the advance of human civilization 
has meant a progressively economical use of that factor. We 
shall show, in the next chapter, how the productivity of 
labour is facilitated by the employment of effective aids in the- 
form of tools and implements. A given amount of physical 
power will yield more work when exerted in collaboration 
with the above instruments and the forces of nature on vari¬ 
ous raw materials. From the flint and the bows and arrows 
used by the savage to the most powerful and delicate machi¬ 
nery driven by electricity whioh supplies necessaries and luxu* 
ries to the civilized man of modern times, there has inter¬ 
vened a continuous course of adjustment of labour to expand¬ 
ing needs. To make labour go the farthest in wealth produc¬ 
tion, is the essence of material progress, and consequently 
careful training in new eoonomio methods of work is a condi¬ 
tion of improvement. 'The Indian labourer can no longer bo 
content with working at the old-world instruments,—the wooden 
plough, the spinning wheel and the hand-lojgi of the ancient 
pattern, the potter’s wheel, the grinding stonerSGlijH^f* bullock 
cart, the leather water lift and the wooden oil press. Tmprqv- 
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ed models of these or altogether new modern implements 
and machinery have to be used, and the workman has to get 
himself trained in their manipulation. 

Increase in the quantity and the variety of goods con¬ 
sumed gives rise to and necessitates the minute division of 
labour into numerous iudustrial op j rations- The ordinary 
craftsman in India is still responsible for the production of a 
commodity in all its parts and through all its stages. And 
there is not much room for division of labour there as in agri¬ 
culture. But in large-scale industries, operations are specia¬ 
lized, and skill in performing them has to be specially acquired. 
! Hence the necessity of technical and industrial training. It 
is found by experience that the educated and the trained 
"worker is more eliioient than one who is ignorant and un¬ 
trained. Industry requires different kinds and grades of skill 
and oapaoity in the workmen, and there- must be provided 
corresponding oourses of instruction to suit them. Technical 
education has been denfied as " instruction in the principles of 
science and art applied to industries, and in the application of 
special branohes of soience and art to specifio industries and 
^employments and industrial education is intended to secure 
"“the development of ability and skill in the handling of mate- 
. vials, tools, machines and products ”, Industrial progress 
requires both kinds of education to be imparted to the young 
■generation; and speoial institutions have to be established 
for the purpose to suit different conditions and needs. 

This aspeot of economic development has so far not received 
the attention it deserved, and there has been practically a 
divorce between education and industry except what is avail¬ 
able by the old method of apprenticeship. Skilled artisans 
like carpenters, blacksmiths, plumbers and masons; worker! 
who will be responsible for supervision in factories and work¬ 
shops, such as chargemen, foremen and inspectors; and managers, 
superintendents, engineers, chemists &c. will have to be 
given theoretical and practical education in suitable institu¬ 
tions and ways. Colleges, schools and workshops must be 
provided by the State if Indian labour is to gain the efficiency 
-so badly needed for the development of industries in the 
-country and the economic improvement of the people. Mining, 
met Uurgy, forestry, pottery, textile industry, ohemioal indus- 
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'tries, mechanical and marine engineering as also small Indus- 
“tries and handicrafts will have to be attended to as special 
branches. Agricultural education of the advanoed and the 
primary types, is, of course, indispensable for increasing the 
efficiency of the farmer class and improving the industries 
subsidiary to agriculture. Not only large factories but borne 
industries are expected to derive benefit from facilities afford¬ 
ed for industrial education 

50. Conclusion s-£.Tudged by modern standards, Indian 
labour is undoubtedly inefficient. A high degree of efficiency is 
indeed to be seen in autonomous workers^rural and urban, I 
but even these betray a most unfortunate lack of ambition, 
forethought and continuous industry. Their work is inter¬ 
mittent and curiously£saJuah> and therefore, on the whole, much 
less productive than it need be* The average labourer who 
works in modern factories, goes to towns and industrial centres 
only during and can not consequently pick up 

that efficiency which it is possible to attain only by unremitting 
and devoted work. That the factory worker has a rural home 
to which he repairs for a time in the year, is from one point of 
view, an advantage but from another, it is a handicap. 

Another characteristic of Indian labour which militates 
Against efficiency is the dppp.snA*nri habjt ff f most workers to 
b e conten t with the standard of life to whioh they are 
accustomed. Excepting workmen who have their mental 
horizon widened and their aspirations roused by a taste for 
material and intellectual comforts by residence in towns, the 
bulk of labour is uasfi$aHLttein«.Jin^^ 

The social disorganization which has taken place during the 
last hundred years, has aggravated this tendency though the 
same factor is calculated to act as a leaven to raise the mas? 
of the population to higher levels. As it is, the average labourer 
will not, to the great disappointment of his friends and well- 
wishers, work hard to earn more, to save and to better his condi¬ 
tion. He will simply not exert himself unless driven to do so 
by dire necessity and will take no thought of the morrow. 
While working, too, he will not put his ' whole heart into the 
job, and oostly supervision beoomes a necessity. 

C'hjs IfftbABffa^.aml-dAmorab’gation are -XflfleOted ill. the 
chrome indebtedness -of the lower classes of the oommtinity^ 
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frhe labourer will borrow even for his neoesaaries and pledge- 
|iis trinkets and mortgage his land and thus ruin himself when 
fit is possible for him to earn an honest and deeent living. 
There oan be no labour efficiency until the worker aspires to- 
become independent, to Taise his standard of living and to brings 
up his children to remunerative employments. Education is 
icaloulated to inspire the masses with ambition, to make them 
realize their deplorable condition and to urge them to steady 
effort to improve their lot in life. We shall deal with the 
condition of labour from the points of view of distribution and 
consumption in subsequent chapters, and it is sufficient here 
to indioats the most striking features so far as its efficiency 
and productivity are concerned. It must now be clear why 
outside observers do not regard “ oheap ” Indian labour as a 
serious factor in the industrial competition that is going 
forward between this country and other nations. 1 

1 “ The result is that the dignity of labour and even self-respect is lost 
and there is little hope of improving his lot unless the conditions of life are 

radically changed.The Indian, whether it be on account of climate or other 

reasons, never works for the love of work, as the Chinese does, and, conse¬ 
quently, having made a close study of conditions in both countries, I have 
come to the conclusion that we can never expect the same excellent results 
from Indian labour as we have seen in the shipbuilding yards of Hongkong 
and the factories of Shanghai from Chinese labour.”—Mr. T. M. Ainscough’s, 
Heport on the conditions and prospects of British Trade in India. 
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51. What is Capital ?: —Besides the intellectual and 
manual labour of man and the forces of nature, there is a third 
factor which is essential to the production of wealth, and that 
is oapital. Man may produoe commodities by working with 
his hands on material provided by nature, but even the most 
primitive forms of production pre-suppose the use of weapons, 
instruments and tools. Though capital itself is produoed by 
human labour, it is a distinct factor of production and oocupies 
a very important plaoe in modern organization of industry. 
Mere labour and powers of nature are not enough; there must 
be some pre-eiisting wealth available to enable the worker to 
maintain himself while new forms of wealth are being produced 
and to assist in the processes of production. 

The oreation of wealth is the oreation of utilities, and it 
involves aotivity intended to seoure a surplus by augmenting 
utilities and diminishing costs. The cultivator, the weaver, 
the potter, the blaoksmith, the carpenter, the shoemaker, have 
all of them to use oapital without which their trades would be 
impossible, and the higher the organization of industry, the 
larger is the quantity of oapital required. 1 The handloom of 
the weaver, the wheel of the potter and the plough of the 
15 
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cultivator, constitute their oapital, besides the raw* mate rial 
which they use in their respective industries, 
j Capital is the result of saving and presupposes abstinenoe 
‘from immediate consumption. It suggests a surplus of inoome 
over expenditure and thrift. The farmer sets aside a part of the 
grain he produces, for food, seed and for buying manure and 
for paying wages to labourers, and these constitute his oapital. 
If he is poor or extravagant, he may have to borrow these from 
the village money lender and have to repay the amount and, in 
addition, to pay interest upon it. But the grain which the 
money-lender has lent for sowing or for maintaining the culti¬ 
vator while at work in his field, has been saved by the former 
out of his earnings. He might have consumed every thing 
that he earned and would thus have laid by nothing. In that 
case the money-lender would have had no capital to lend. 

The weaver has a handloom in his house. But the yarn he 
requires is supplied to him by the money-lender, and for his 
daily food also he depends upon loans. The handloom itself 
may have been borrowed or purchased out of savings. Thus he 
carries on his trade on capital borrowed or owned. But it is 
possible for a weaver’or a blacksmith to produce more than he 
consumes himself and spends upon the purohase of raw-material 
and tools and this surplus may be utilised in buying better 
tools ; and more raw materials. This employment of capital in¬ 
creases efficiency and output and leaves a larger margin of profit 
to the oraftsman. The supply of a sufficient quantity of oapital 
is, therefore, a necessary condition of the productivity of indus¬ 
try. And the eoonomio condition of a community is satisfac¬ 
tory or otherwise according as the supply of oapital is abundant 
or scanty and cheap or dear. 

Modern eoonomio progress has been rendered possible by 
the use of machinery and the application of scientific methods 
to production. The use of power and machinery means the 
employment of large quantities of pre-exisiting wealth, that ii, 
capital. Industrial advancement in India is conditioned by 
the extent to whioh in agriculture as well as in manufactures 

1 “ The productivity of capital conaiati in the aid which it renders in 
securing the acme results with leas effort. It is an adjunct to human labour 
and to that extent lessens labour by interposing something between labour 
and its result.”—Seligman. 
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more effioient means are employed to produce wealth. Agri¬ 
culture is the basts of several industries and apart from the fact 
that improvement in its operations will yield larger Quantities 
of food and raw materials, it will have a stimulating effect all 
’round. It is notorious that the yie ld per acr e of In di an crops 
/ is.oneJpj^tiOpIoiaZ^bSlHrwH^iTB ^advanced countries. 
l Thus while hardly 100 pounds of ginned cotton are obtained 
j per acre in this country, an acre gives 200 pounds in the U. 8. 
j A. and 450 pounds in Egy pt- Holdings In India are^ibo amaJl 
I for eoonomio production arnTthe rayats are poor. There is still 
! ample soopa for the use of machinery for lifting water, improv- 
i ing land, preparing orops for the market and for producing 
| manures and oattle food. 

52. The Rayat's Means :—A big landlord or farmer in 
India has considerable capital which consists of farm-houses 
and wells, ploughs and cattle and of seed and manure. He can 
use his capital in getting out of the soil as large a produoe as 
possible by means of intensive cultivation, by procuring a 
steady and sufficient supply of water, by constructing embank¬ 
ments to retain moisture and silt, by deep ploughing, and by 
applying to the soil rich and productive manures. But the 
capital which is available to the ordinary cultivator is scanty 
and of the simplest kind. He has a wooden plough and other 
vude implements, a pair of bullocks and a cart which he may, 

-in the off season, ply for hire. The common cultivator, far 
>from being a man of means, is indebted to the village sowkar, 
and indebtedness of the Indian ray at has beoome proverbial, 
and in certain parts of the country, almost notorious. He has 
to borrow at exhorbitant rates of interest and is crushed under 
the weight of his < ebt. His land and property are generally 
mortgaged and often pass into the hands of the sowkar. 

The question of the indebtedness of the rayat has engaged 
'the attention of Qovernment for the past sixty years, and mea¬ 
sures have been taken from time to time to supply the rayat 
with the capital he wants for land improvements till the^oo- 
operative credit movement has at last been regarded as peculi¬ 
arly effioaoious in this connection. 1 The Deooan Riots Commis¬ 
sion * observed with reference to the indebtedness of thw 

1 This subject will be treated at greater length in a later Chapter. 

X Report, 1875. 
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[landholding classes that the estate of an ordinary kunbi rayat r 
i exclusive of hie land and its product, had been estimated by- 
[ competent authority to be of little more than Rs. 200 in selling 
value and that it would be somewhat as follows:—Live stock — 
jRs. 125, Implements and utensils = Rs, 20, House “Rs. 50 r 
Miscellaneous-Rs. 33, Total- Rs. 215. Some rayats do not 
possess even this equipment and have to borrow bullooks and 
ploughs for the sowing season. 

,)^ We are not here oonoerned with the cause of th^ rayat’a 
indebtedness. The faot of it is patent, and it is bound to affect 
prejudicially the productivity of his land and labour. The 
indebtedness is often a legaoy left by the forefathers of the 
cultivator and he is heavily handicapped. T-hnm fe 
little,aurphis left after theexpenses of the maintenance-oLhia 
family are deduoted from the gross produce, and it is with the 
greatest difficulty that he oan meet the interest oharge and the 
Cboxemment- aeaa&sflxent. {The Famine Commission of 1880' 
found from evidence collected from all parts of India that about 
one-third of the land-owning class were deeply and inextricably 
|in debt, though not beyond the power of recovering themselves^ 
An analysis of the embarrassment of twelve villages revealed 
ito the Deocan Riots Commission the fact that about one third 
jpf the oooupants of Government land were embarrassed with 
Idebt, that their debt averaged about eighteen times their assess- 
talents and that nearly two-third of the debt was secured by 
Mortgage of land. 1 No appreciable ohange for the bettep has 
taken place in this position during the past generation^ High 
iprioes of agricultual produce and the spread of the co-operative 
movement are indeed faotors which are making for improve* 
ment but their influence on the mass of the agricultural popu¬ 
lation has not yet beoome noticeable though^it is felt in certain 
Individual oases>v 

53. Agricntural Capital Capital is thus the most 
urgent need of the cultivators who form the bulk of the popula- 


1 Very interesting results in this connection have been : ariivediat by Dr. 
H. H. Mann in the inquiry he has made into the economics of .a Deccan vill¬ 
age. See his ‘ Life and Labour in a Deccan Village ’ as also ‘ Some South 
Indian Villages ’ in whioh facts and figures relating:to rural economics in the 
Madras Presidency have been given. 
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tion and whose industry is the i w d»"try nf the nonntrx., 

The agriculturist is oertainly able to seoure loans from the 
village money-lender, but at exorbitant rates of interest ; and 
therefore the oapital thus borrowed cannot prove very mfi duOr 
tive . What is trueTof the oommon cultivator is likewise true 
of the artisan olass generally. Money-lenders are shrewd 
business men, and they secure themselves agafnst the iisk' llf 
-the loss of their money by exaoting high rates of interest, by a 
mortgage of property, by the imposition of high prices and in 
other ways. Excepting a few wealthy and progressive farmers, 
cultivators carry on their agricultural operations with the old- 
fashioned implements and by the traditional methods. And it 
is here that improvement is immediately required. * 

^ Co-operative oredit has a big future before it in this coun¬ 
try of small cultivators- The progress the movement has so 
far made is very encouraging. It enables the small farmer to 
free himself from the clutohes of the usurious village money¬ 
lender and to obtain capital for agricultural operations at a 
low rate of interest. It also lenders it possible for him to make 
permanent improvements in his land and to practise thrift by 
teaching him the value of productive expenditure and saving. 


1 “ India to-day provides an apt illustration of the truth of the dictum 

that the destruction of the poor man is his poverty. Agriculture^ while the 
foundation of all other industries in India, is painfully undercapitalised . 
The problem is how to place within reach of the cultivator the improved seed, 
the improved implements, the improved methods which are necessary if In¬ 
dian agriculture :is to become what it ought to be. ”—India in the Years 
1917- 18. ‘ ~ 

2 Speaking of the conditions in a typical dry Deccan village, Dr. Mann 
Observes :—“ Very little advance in implements and methods seems to have 
been made though some new crops have been introduced in recent years. As 
to the implements of cultivation, a complete set such as is used by the people 
would cost about Rs. 40 and they are all made locally from beginning to end. 
The wood is grown 1 n the village, the carpenter is a servant of the village, 
and except for the very small quantity of iron required for the tip of the 
ploughshare and the blades of various other cutting implements, the village 
would be quite independent. All repairs to these implements, are paid for in 
haluta , or a fixed charge on each crop produced,—but the carpenters are puid 

j 4n cash for new implements made. The use of the modern iron plough is 
only just beginning, and the hire of these from Poona shows signs of being 
jfakenup.” 
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The problem of supplying the oultivator, seed, manure and im¬ 
plements of the right quality at reasonable prioes can be solved 
effectively through oo-operation. The bigger landlords must 
have special banks for their purpose as their demand and 
resources are larger. 

( Agricultural capital takes the form of cattle, seed, manures* 
rater supply and implements as also the subsistence of the 
armor and his labourers whenever they are employed. The 
importance of pure, selected seed to good farming cannot be 
exaggerated. The ordinary cultivator has not the means and 
the facilities to seoure good seeds, and therefore, the quality 
of the crops raised by him, is indifferent. T foe Agricultural 
Departments ara now .placing good see d at the "dis posal of 
, cultivator s. In the matter of manure there is a great~3eaI’of~ 
waste going on at preasent. Farm-yard manure and oowdung 
are not properly utilized and improved manures are not within 
the means of the oommon rayat. The attention of the Agricul¬ 
tural Departments has been drawn to this question also and 
efforts are being made to improvethe existing state of things. 
As to water supply, rainfall is precarious and insufficient over 
large traots of the country, and the agricultural industry is 
often at the mercy of nature. Lands irrigated by canals and 
wells are in a fortunate position, and in them the condition of 
agriculture is comparatively satisfactory. Sinking of wells 
is within the means of only a few cultivators and dry farming 
alone is possible over large areas. 

^ Of about 225 million acres of cropped area in British India, 
not more than 48. milling acres are irrigated. 1 “ The total area 
irrigated in 1919-20 was 48,963,000 aores, as against 47,220,000 in 


1 The area under crop in India irrigated by Government works is 25 
million acres and this is in addition to the area irrigated by private irrigation 
works chiefly tanks and wells, which is also roughly estimated at 25 million 
acres. So the total irrigated area [is brought up to 50 million acres or 26-5 
per cent, of the net cropped area. The proportions vary in different provinces, 
n the Punjab 42 per cent, of the net cropped area is irrigated by Government 

Madra8 18 ' 8 ’ iD the N ' WlF - Plovinoe 13 ' 4 > ftnd in Bihar and Orrissa 
, ?• The total c »phal outlay on irrigation works in India is Rs. 69 crores 
which produced last year revenue of Rs. 636 lakhs or 7-06 per cent. The 

va ue o crops raised through the assistance of .-these works is estimated at 
oZ crores. 
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lift 


the preoeding year. Ofjjhjg. AQrea was irrigated from 

Government, oanals. 47,000 acres from private oanals, 
7,337,000 from tanks, 12,692,000 from wells, and 5,737,000 acres 
from other souroes of irrigation. In India irrigation on an 
extensive soale is ordinarily resorted to in traots where the 
rainfall is most preoarious. In Lower Burma, Assam, Eastern 
Bengal and on the Malabar Coast (including the Konkan) 
where the rainfall is ordinarily heavy, the crops hardly need 
the help of irrigation unless there is unusual soarcity of rain. 
Of the total area irrigated in 1919-20, 26 per cent, was in the 
Punjab, 20 per cent, in the Madras Presidency, 22 per cent, in 
the United Provinces, 12 per cent, in Bihar and Orissa, 7 per ( 
1 cent, in Sind and the remaining 13 per cent, in the other Prc- 
rincea.*^ The following figures showing the proportion of 
irrigated to total area in each province, will be found interest¬ 
ing 


Sind 

Punjab 

North-West Frontier Province 

Ajmer-Merwara 

United Provinces 

Madras 

Delhi 

Bihar and Orissa 

Burma 

Bengal 

Assam 

Bombay- 

Central Provinces and Berar 

Coorg 

Manipur 
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to Total Cropped Area. 
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54. The Cattle Problems— Among a predominantly agri¬ 
cultural people like those of India, as is to be expected, cattle 
form a valuable possession and constitute au important part 
of the capital of the agricultural population. Rearing of 
cattle was, in ancient times, enjoined as one of primary duties 
of the Vaishya caste, and the cow was a necessary domestic 
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animal with the householder. The religious idea that all 
animal life is saored and the dootrine of * ahimaa* combined the 
humanitarian prinoiple with economio necessity in favour of the 
preservation of cattle and especially of the cow. The number 
and the quality of live stock determine the condition of the 
agricultural industry in all countries and especially in India 
where power-driven machinery is yet little used in farming 
and other industries. Large breeding farms maintained for 
contributing to the food supply of the country, are, of course, 
not possible in India in view of the strong religious sentiment 
, of the bulk of the population. .Scarcity an d famine take a he avy 
tolL of cattj e life from time to ti qie . and the economic and the 
social effects of dimunition are serious. Bovine animals are an 
indispensable part of the equipment of the cultivator, being 
required for the plough, the cart and the water-lift; and they 
provide a rioh souroe of the supply of milk, fuel and farm yard 
^anure. The condition of Indian oattle, taken as a whole, is 
admittedly unsatisfactory and various causes have contributed 
to this result. 

f The total number of live-stock of the bovine class, whioh is 
oattle proper and comprising oxen and buffaloes, was, in 1919— 
29,146 million, of ploughs, 23^ million and of carts, 5% million. 
The average number of oattle for British India as a whole is 
166 per 100 acres of sown area and 61 per 100 of the population. 
*The following statements give detailed figures 

1 

No of cattle No of cattle 

Per 100 acres Per 100 of Per 100 acres Per 100 of 

of sown area population of sown area Population 


Bengal 


101 

55 

C. P. 

49 

83 

Madras 

• as 

67 

54 

Assam 

97 

82 

Bombay 


30 

64 

N. W.JF. P. 

49 

50 

Sind 

• •• 

45 

52 

Ajmer 

86 

58 

U.P. 

• •ft 

84 

63 

Delhi 

64 

33 

Bihar and Orissa. 

79 

59 

Coorg 

101 

83 

Punjab 

••• 

56 

74 

Manipur 

86 

86 

Burma 


39 

57 
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Number of Cattle in British India. 


12t 



1909-10 

1919-20 

Bulls and Bullocks 

40,530,000 

49,222,000 

Cows 

31,535,000 

37,158,000 

"Young StoiA ( Calves ) 

30,360,000 

31,139,000 

Male Buffaloes 

4,726,000 

5,532,000 

Cow „ 

12,220,000 

13,381,000 

Young stock ( buffalo calves ) 

... 

9,694,000 

It is oaloulated that one pair 

of bullocks is 

required to 

plough four to five acres of land, and it is believed 

-that conse- 


quently the number of draught cattle is inadequate to the 
demand. On the other hand, it is pointed out that the number 
of oattle has been steadily increasing and that the proportion 
to the cultivable area is quite satisfactory. The position in 
Bombay, in any case, appears to be far from gratifying. It is 
argued from the purely economic point of view that i t is not 
the number but the ni iAL i t g- . .a f ,., nattl a^ th a t matt a r n. bofch fo r 
AHSJU M i ftgri on 1 tnral „ op e r a ti ons, and that there¬ 
fore it is a wasteful procedure to try to preserve all cattle 
indifferently, irrespectively of their quality. The dearness and 
the insufficient supply of fodde r, again, it is contended, will not 
allow the feeding of useless along with useful cattle, and this 
difficulty must set limits to the number of animals that may be 
maintained. The demand that the slaughter of oows should be 
prohibited by law, it is declared, is unsound and impossible, on 
eoonomio as well as other grounds. There oan be no doubt that 
religious feeling against the slaughter of animals and parti¬ 
cularly of cows, has a great deal to do with the agitation for the 
prohibition of cowkilling. ^ ifogflUftlV t 7 ln that from the mere¬ 
ly business point of view, it -nthnr hr"? a nmnlt 


n umber of ~ 

.■starv ing,.and u se less animals.. But the strong religious senti< 
ment whioh prevails in the country oan not be ignored, and 
eteps must be taken at least to prohibit indiscriminate slaughter 
that goes on and to improve the breed of oattle. 


Animals find their way to the slaughter houses beoauso 
their owners oan not afford to keep them and must sell them for 
16 
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/whatever price they will fetoh. The fodder problem is beoomlng: 
more and more diffioult every day and that of milk supply is 
already serious^ The cow protection movement has been in 
existence for years but has no appreciable effeot upon the 
diffioult problem. The economic difficulty of maintaining 
cattle in the absence off cheap and convenient pnsturage, the 
rural population finds impossible to get over The attention of 
the provincial agricultural departments has been drawn to thia 
question and breeding farms are being maintained for the 
benefit of the publio. f ftira axa with a. view 

tojuxcoiitage the breeding of animals of q ualit y. Dairies are 
likewise being started for the purpose of providing good milk. 
Substantial landlords and agricultural associations must co¬ 
operate with Government in solving this problem, and individual 
initiative and example will go a long way to help in the 
solution. Economic considerations and religious sentiment 
appear to conflict in this instance, but the former by themselves 
are weighty enough to call for serious thought and prompt 
action. There are a number of famous breeds of bullooks and 
buffaloes and they must be preserved and extended. 

55* Improved Implements:— 'Well-irrigation means a- 
considerable outlay of capital to which only a few cultivators 
are equal; and unless there is an assured supply of wat^r, 
there is no oertainty of a orop being obtained and rioh manures 
cannot be employed. Dry farming is muoh too common in this 
country, the nature and the size of the orops depending entirely 
upon the character of the monsoon. Lt _is believed th at there 
acaon existe nc e InladiaAt-least fiO lakhs of wells frorn whi gh 
water is lifted for irrigation. They are of varied degrees of 
oapaoity and the devices for lifting water from them range from 
the crudest contrivances to the most up to date meohanism. If 
meohanioally driven pumps would be used in connection with 
even a fraotion of the larger wells out of this number, the 
advantage will be considerable. The question of induoing the 
Indian agriculturist to make use of improved implements and 
jmaohinery is surrounded with difficulty, (if the quantity and 
'quality of agricultural produce is to be improved and the 
efficiency of labour is to be enhanoed, implements and hand- 
driven machinery of an improved pattern must be largely used^ I 
Iron ploughs are ooming more commonly into use, as also iroa * 
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p ane-cru shers and water lifts fr ut the same remark oannot be 
made of agricultural machinery in general. 1 2 

It is well-known that agriculture does not provide much 
soope for the use of machinery. Yet machinery is ooming into 
larger use on the bigger farms and in industries connected 
with agriculture. Ginning and pressing cotton, the crushing of 
sugarcane, pressing of oil from seeds, manipulating operationt 
in connection with groundnuts, as well as the lifting of water 
from wells and risers—these call for the use of machinery 
and motive power.f This development has given rise to a new 
industry and iron water-lifts and orushers are being turned 
aut in small factories in various parts of the country^ The in¬ 
creasing demand for cotton, sugar, oil seeds and "the high 
EtrioeB whioh these oommand in external markets, have 
encouraged the use of machinery in the industries connected 
with these raw materials.* 

In towns and cities, meohanical power is being employed 
for pressing oil, making flour and for similar other purposes. 
Flour mills are beooming very popular with the mass of people 
in towns, and gins have a lmost entirely superceded the domes¬ 
tic industry in which women were engaged. There is visible 

1 “ Much success has, undoubtedly, been obtained in the introduction of 
grain winnowers, cane-crushing machinery &c. But in recommending the 
introduction o f reapin g fpftp.hinAa or heavy English ploughs caution is neces¬ 
sary. Reaping machines may be useful.-on large estates where labour is scarce, 
but the whole rural economy of a tract where population is dense, may be 
upset by their use. A large amount of cheap labour whioh ordinarily does 
the reaping is thrown out of employment: the gleaners lose their recognized 

! perquisites. In the case of heavy ploughs, the advisability of deep ploughing 
ias first to be proved. In both cases the capacity of the available cattle and 
he difficulty of replacing broken spare parts and of carrying out repairs are 
erious obstacles to the introduction of foreign machinery. As in the case of 
plants, the improvement of the local material whioh the cultivator can himself 
make and repair and which his cattle can draw, seems the more hopeful line 
of improvement.”-— u Agriculture in India” by Mr. Janies Mackenna. 

2 “ During the past ten years the industrial tendencies in the Madras 

Presidency have mainly exhibited .themselves in the supercession of hand 
labour by machinery drtven by power derived from steam or internal combus¬ 
tion engines. The main factor has been the development of the use of the 
internal combusion engine, which enables small quantities of power to be 
generated both cheaply and by methods which require no great amount of 
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growing tendency to substitute hand labour by power-driven 
machinery wherever possible and the bullock oart is making 
room for bicycles and motor transport. How the small industries 
may be improved if capital is made available to the artisans 
on easy terms is demonstrated by the way in which the sewing 
s machine has come into extensive use and displaced manual 
labour in the tailoring trade during the last generation. Co¬ 
-operative organization alone is calculated to enable the poor 
rayots to tackle the question of agricultural improvement in 
many of the directions indicated in this chapter, and the educa¬ 
tion of the people by means of propaganda and demonstration 
is the only effective method of securing progress. 1 

56. Manufacturing Capital. — It is impossible to form 
a correct estimate of the amount of the capital employed in 
the different industries in India and to say what actual increase 
there has been in its quantity within recent years. There is no 
doubt about the fact that capital is being invested on a 
growing scale in new industries which are rising on all sides, 
(and t he peoplej axe-^uming mioxe^ and more to appreciate the 
advantage of lending their savings to industrial and com¬ 
mercial concerns. The very failure of numerous banking, 
manufacturing and commercial concerns which occurred a few 
years ago, was eloquent enough in this respect as it showed 
the weakness and the strength of modern Indian industrialism. 
And the industrial boom which burst out on the termination of 
the war and on the removal of State restriction of the invest- 

technical skill to supervise. In the deltaic districts of Godavari, Kistna and 
the Cauvery, which are almost wholly given up to the cultivation of paddy, 
the primitive methods of husking by hand have to a large extent been sup¬ 
erceded by modern machinery. As the result of measures deliberately taken 
by Government, there has been a similer application of motive power on a 
small scale to the raising of water for irrigation ; and finally as the result, 
partly of direct Government assistance, and partly of progressive private 
effort, a number of what may be termed rural factories have come into exis¬ 
tence, which use machine processes usually on the smallest scale that it is 
practicable to emploe them. Such factories employ machinery for ginning 
cotton, crushing sugar-cane, extracting palmyra fibre, pressing oil seeds, and 
cutting timber. In the towns power is being similarly employed in an even 
more varied manner. ”—Census Report, 1911 : page 427. 

1. Interesting information on this subject will be found in the Report 
of the Department of Agriculture, Bombay, 1920-21. 
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ment of oapital, dearly proved the enormous profits some people- 
had made during war time, the aooumulated savings of a few 
whioh found fresh outlets and the opportunities that were' 
opened for the establishment of new industries. 

If the small improvements whioh are being effeoted here 
and there are omitted, we may say that there is no apprecia- 
ble inorease in the amount of oapital invested by the people^ 
in the agricultural industry and in the small handicrafts. 
JPis only in th e manufactu ring industries that a remerkaMo* 
development has taken place in this respect. Excepting the 
•ottonihaustry of Bombay, however, and other industries of 
extremely moderate dimensions elsewhere, they have owed 
ftheir rise and prosperity mainly to European initiative and 
(capital. Indian enterprise is slowly but steadily making its- 
way in industrial organization and expansion and it has been 
strikingly stimulated by war time prosperity. It is profits- 
brought in by trade, especially foreign trade., that have been 
the main feeder of oapital sunk in industrial enterprises of 
the modern type. 

, Almost the whole capital of the cotton mills, 1 amounting: 
to no less than t wenty five orores of rupees^ has been raised in 
' India. The tea plantations whicEHSavea little larger amount, 
tof capital invested in them, are most of them joint stock con 
corns registers 


a oapital of more than thirtAon m-oron is also financed by- 
^ Europea n capital. Industries connected with wool, leather, 

[ silk, sugar, paper, tiles, cement, oil, soap &o. have also- 
absorbed considerable capital, some of which, particularly in 
Bombay, is Indian, and there is much scope for expansion in 
jfchis field. Several woollen mills, tile factories, tanneries, sugar 
‘ factories and oil mills have been recently floated with indi¬ 
genous capital. The value of mineral production in India is 
Steadily increasing, and the bulk of the oapital invested in 
/the ooal and gold mines has been iny)orted. The fact is that th» 
{large quantities of oapital which are required for manufactur¬ 
ing planting, metal and mining industrieslhave not been avail¬ 
able in India, and they have not been forthcoming because, so- 
,far as the people of this country are concerned, the enterprise. 


1. The capital values of several mills have enormously increased since> 
the war. 
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the expert knowledge and the organizing oapaoity as well as 
the facilities whioh are neoessary for the establishment of such 
concerns, are praotically absent in India. 

A remarkable exception has been recently provided by the 
'Tata Iron and Steel Company whioh was floated in 1907, with 
lexclusively Indian capital of nifr a ftTTr> otere* nfm r" M 
fThis undertaking has been further expanded and no difficulty 
has been experienced in getting the necessary capital^ The 
fact is that there is considerable latent capital in the country 
which may enable enterprising people to start new industries 
provided they can inspire oonfidenc^^ The history of manu¬ 
facturing, commercial and banking concerns whioh have been 
floated in recent years, proves that the sources of Indian capital 
have not been properly tapped and that they are calculated to 
yield a much richer har veafr Sound-conoerns under the manage¬ 
ment of experienced and well-known industrialists, rarely fail 
to attraot the requisite capital, most of whioh, however, comes 
from the commercial and the professional classes. Capital 
goes on increasing in size like a snow ball in the hands of 
big capitalists and industrialists, and a good industrial proposi¬ 
tion does not fail to enlist their support. 1 Mo9t of the oapital 
sunk in railways and irrigation works is foreign for the simple 
reason that in the absence of indigenous capital and enterprise, 
English investors were approached by Government and they 
have contributed largely to the national debt of India. But 
the branoh and feeder railways are now being finanoed- with 
Indian capital and much of Government’s annual borrowing is 
being done in India with remarkable success. 

57. Existing Facilities: —The position of rural areas 
with respect to the oreation and accessibility of industrial 
capital differs from that of large commercial centres. There 
is, howerever, considerable accumulation of capital in the 
jnofussil and a part of the annual savings is put to an 
industrial use. But owing to the laok of banking fac iliti es 

1. “ For instance, at a recent directors’ meeting, of the largest in¬ 

dustrial group in the country, it was decided to increase the capital by issu¬ 
ing noarly 6,000,000 l worth of preference shares. In a few minutes this 
-sum had been promised by directors sitting round the table and was sub¬ 
sequently entirely subscribed privately by Parses and Indian investors”— 
•Ainscough’s Trade Report. 
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and th e infancy o f the magamaniy iha 

savings~oFfEe rural population oannot be oolleoted and made 
available for the expansion of industries; nor oan the oultivator 
or the artisan draw upon a bank to satisfy his capital needs. 
The village money-lender accommodates the small farmer and 
craftsman and exaots a high prioe for his services. It is only 
larger oonoerns and big industrialists that oan secure help from 
♦.ha hun k« whioh oannot deal with the rayat or the artisan. 
Large and small banks must, therefore, be multiplied through* 
out the country and business habits must be inculcated among 
the mass of the people. The peasant and the craftsman are 
absolutely thriftless. They either can not or do not save and^ 
with their dependence on the middlemen or the sowkars, have to 
carry on their industries in most unfavourable conditions. 

| The difficulties about oapital are not so serious in the cities 
land presidency towns. In this Presidency, in particular, it is 
stated, the position is very favourable. This is, however, the 
case of people who have substantial friends and good business 
connections and the small men are as badly off in oities and 
towns as in the mofussil. Vln the country as a whole, the banking 
system is too inelastic and insufficient to meet the requirements 
of the peopldN The small industrial organizer or trader is 
hampered by*ahe lack of oapital and of the sources from 
whioh it may be obtained. He cannot get into touoh with a 
bank which may help him and the expansion of banking and 
Government assistance appear to be the remedies that must be 
applied to improve the existing state of things. The report of 
■the Indian Industrial Commission has laid special stress upon 
this aspect of the capital problem and indicated the directions 
in whioh reform is called for. 1 

58* The Hoarding Habit -.—Much has been made of' 
the hoarded wealth of India,and exaggerated views are held 
about its size. It has been estimated at anything between 50ft 

1. 44 In the case of small industries and of those that are new to India 
^witnesses complained bitterly that the public are unwilling to invest, that 
sufficient capital cannot be obtained from the friends and acquaintances of 
the promoters, and that banks are unwilling to supplement the deficiency or 
even to provide working capital. Money for such purposes can only be- 
•obtained at a rate so high as to swollow np the profits of the venture.”— 
JReport of the Indian Industrial Commission, page 214. 
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and 800 orores of rupees. By hoarding is,of oourse,meant th»- 
habit of allowing wealth to lie idle and of making an unremune- 
rative use of what might have been employed in the further 
produotion of wealth. Some wealth of this description in India 
may oertainly be converted into oapital, and the spread of 
education, the growth of the saving habit and the provision of 
banking facilities may be oaloulated to bring about this 
bhange. On the whole, the people of this country are thrifty, 
rad certain classes habitually practise thrift and do lending' 
business. Poverty and conventional social needs drive many 
fa poor person into the arms of the-money lender, and onoe a 
borrower always a borrower, becomes the rule in suoh oases. 

Even taking the highest estimate of the so-oalled hoarded 
wealth of India, we find that its amount does not exceed Rs. 2J> 
'per head of the population, that is, about half a year’s average 
per capita income. 1 . A l arga p a r jLflJLjtMfc^ 
ofjthfi—4fl^]isrX_jaJLJi the landlords, and the 

professional classes; and the share for whioh the bulk of 
the population is responsible, must be extremely small. Apart 
from the fact that every pie of the hoarded wealth is urgently 
required for use as capital in the oountry, the total amount 
is as nothing compared with the hoards of other countries. 
Fondness for ornament, pomp and show is inherent in human 
nature, and Indians are not different in this respect from other 
people. 

The habit of hoarding is fostered by insecurity, the absenoe 
[of a strong government, ignorance and by a love of ostentation 
and display. The hoard of an average family in India consists 
of the trinkets on the persons of women and children and rarely 
of men. Education will cure the Indian population of this love/ 
of ornaments but even in progressive countries fashion dictates 
the locking up of a large amount of wealth in plate and jewel¬ 
lery^ In India jewellery has been the average person's bank 

1. In an article contributed to the Indiaman , Mr. A. C. Chatterjee show® 
that the ‘countless hoards’ of Indiajare a myth and says that ‘accordihg to care 
ful estimates made by competent observers, such savings do not exceed ten 
rupees on the average of the whole population. He is inclined to think that 
‘five rupees per head is perhaps a more correct figure and this would amount 
in the aggregate to a hundred million sterling in the^whole of India.* 
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which yields no interest and does not always ensure security. 
But it is the easiest and the most convenient method of saving 
and keeping wealth, in the absenoe of the facilities for and a 
knowledge of the advantages of banking. The trinkets are given 
as a pledge to the money-lender and on their seourity loans are 
raised. The sooial oustoms of the people require that married 
women must have a certain quantity of jewellery on their per¬ 
sons and among Hindus the * Stridhana ’ is the exclusive pro¬ 
perty and the stand-by of women. As soon as a man has made 
a small saving, he will hasten to convert it into ornaments 
for himself, his wife and his ohildren. 

Even people of the middle class have often to pledge their 
jewellery for raising industrial and trading oapital as well as for 
tiding over family difficulties. As soon as the purpose for which 
the jewellery was pawned is fulfilled, the profits are once more 
turned into ornaments. With the establishment of peace and 
orderly government under British rule, has come security of 
life and property, and ornaments need no longer be the -deposit 
bank of any class of people. But it is ignorance, a lack of 
banking facilities and old oustoms that still stand in the way. 
Our princes, ohiefs, noblemen, jamindars and other wealthy 
people have not yet beoome familiar with modern methods of 
commerce, industry and banking^ They are slowly ooming to 
understand the benefit that majybe derived from the investment 
of their surplus inoome in Government securities and in 
Industrial enterprises, and that is a very hopeful sigi 

59. Conditions of Saving .-—There are otherconditions 
besides s ecurity of property whioh make accumulation of 
capital possible. The income o f indiv iduals and communities 
«a> » s t he snffioientl^.enabl ethemto~luy by wealth for future 
use. Foresight and thrift are atso equally neoessary. There 
are people who take no thought of the morrow and do not 
realise the importance of providing against a rainy day. The 
ambition to live a life of independence and ease and to make 
provision for the proper bringing up of ohildren, is likewise an 
Important factor. In baokward communities and classes'these 
motives are absent or feeble. Instances are not wanting in 
India of persons who will stint themselves to provide for the 
education of their children to give them a start in life or to 
leave to them a deoent souroe of income. The indebtedness of 
17 
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the common rayat and the artisan shows that this motive is not 
strong in him, but it is more the result of his poverty and 
ignorance than of extravagance. 

Under the modern industrial organization, wealth isooming 
to be concentrated in a few hands, and the margin for saving 
is so large in their oase that they do not know what to do with 
the surplus. Profits of commerce and industry, which have 
been very high owing to war in large cities like Oaloutta and 
Bombay, return in part for investment as capital. There is no 
true abstinence in their oase because there is no sacrifice 
involved- People will not also save unless they have the 
means of seourely depositing their savings or can use them 
remuneratively. There must, therefore, be sufficient scope for 
investment as well as satisfactory provision for the safe keeping 
of the savings, large and small. These opportunities are now 
opening out before all classes in India and c o-onerative societ ies, 
joint stock companies and commercial undertakings which are 
rising in all directions, are an unmistakable proof of this 
development. 

That the motive to Bave has not been very strong among all 
classes in India and that the tendenoy to spend on oeremonies 
and festivals is marked among the people may be readily admit¬ 
ted. But we must point out that the views usually held in 
this connection are exaggerated. Prof. Marshall thus says of 
I the Indian people :—“ They make intermittent provision for 
/the near future, but scaroely any permanent provision for the 
distant future; the great engineering works by whioh their 
' productive resources have been so much increased, have been 
, made ohiefly with the oapital of the muoh less self-denying 
race of Englishmen.” 1 Prof. Marshall does not know that 
rest houses for travellers, roads, wells, canals, * ghats' on river 
banks, waterways, parks, gardens and other works were con¬ 
structed with the savings of the Indian people long before 
British capital oould oome to this country, and these old works 
are a monument to the patience, foresight and self-denial of 
^the misunderstood Indian raoes. And it may be asked, when 
did the race of Englishmen begin to aooumulate capital in large 
quantities, to use it for big engineering works and to lend it to 


1 Economics of Industry, page 131. 
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\-ether nations ? It is so unhistorioal, unscientific and grossly 
unfair to judge a poor and baokward people by the standard of 
a wealthy and advanced nation and to apply the same test to 
peoples differently situated, politically and economically. 

60* Capital as a Power. —The ooniliot between capital 
and labour, which has become intensely bitter in western 
countries and the socialistic movement which has spread widely 
in the world, show what a great power capital has beoome in 
modern times and how its despotic rule is being strongly resent* 
ed and attacked. Capital is only one of the factors of wealth- 
production, but it a o domin a t e ? the enonomio organization of 
.the present dav tha t the modern industrial regime itself has 

theories of 

socialists like Earl Marx, according to which labour is the sole 
-cause of value and is therefore entitled to the whole output of 
production, are exaggerations, they only indicate how strong 
is the feeling of resentment that has been aroused in the minds 
of workers against the wealth and power of those who command 
capital and, therefore, labour. It is the oonoentration of 
oapital in a few hands and the wage system under which the 
workers feel that they are made to work like slaves without 
any oontrol of industry and are robbed of their due reward by 
the employer, that have lei to the revolt of labour, and it is to 
fight the power and the organization of oapital that workmen’s 
associations have been formed. 

In India industrial organization is yet mostly of the simple 
’kind. The Jamindar or the big landlord is a capitalist as well 
■as a monopolistic disposer of land so muoh sought for, and 
wields enormous power. The position of his tenants is one of 
helplessness and the State has had to intervene to protect them 
by special laws. The owner of land is often the sowkar of the 
tenant, and his grip over the latter, is all the firmer in that case. 
The professional money-lender is, of course, a capitalist whose 
capital is, however, mostly lucrative’capital. He is usually looked 
upon as a great tyrant because he exacts outrageously high 
rates of interest for the capital he lends. The borrower seeks 
■a loan for purchasing necessaries of life or the raw materials 
and implements of his industry and by mortgaging his land 
-and pledging his trinkets becomes the slave of the money¬ 
lender. As he oan command labour, the capitalist, whether 
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urban or rural, must wield considerable power, and workmen* 
ignorant, helpless and unorganized, are at his meroy. Like 
the Jewish usurers of Europe, the Indian money-lenders have 
acquired a bad name, but it will be unjust to tar the whole clas« 
with the same brush. If some money-lenders are extortionate 
and harsh, others are kind and considerate. A.nd the village 
money-lender is the friend of the rayat and the craftsman. 1 

The relations of capitalists and workmen are mostly 
regulated by custom, and it is only latterly that labourers have 
heoome conscious of their importance and rights. They are not- 
longer deferential, docile and dutiful and are Blowly becoming 
independent as varied avenues of work are being opened to- 
them and the demand for their labour is steadily increasing. 
The development is, therefore, from status to contract, and is 
the result of changing economic conditions. The spread of 
the factory system and the aggregation of hundreds and thous¬ 
ands of workers in mills, are tending to reproduce western, 
labour conditions in'India and the economic conflict has already 
been initiated. The numerous strikes of recent ooourrenoe are- 
an index of the economic ohange which cannot be mistaken. 
The spirit of conflict has now extended to the relations sub¬ 
sisting between jamindars and kisans in northern India and 
elsewhere. 

61. Foreign and Indigenous Capital, —We have already 
ipointed out that most of the large industries in India, particul¬ 
arly the manufacturing, mining, engineering and planting in¬ 
dustries, are financed by foreign oapital. For the construction 
jof such public works as railways and canals, the State has 
[adopted the policy of attracting British capital. The country 
has surely benefited by this policy in as muoh as those produc¬ 
tive works could not have been otherwise carried out. London 
is the largest source of capital for British oolonies and fore¬ 
ign countries, and England had, on an average, before the 
war, about Rs. 300 crores to lend every year. 

1 The Famine Commission of 1880 observed s—“ However just may be 
the terms of abhorrence applied to the “ Marwari ” or foreign usurer, it must 
be remembered that he is the product of a diseased condition of the commu¬ 
nity. The like condemnation must not be extended to the village banker of 
the better class, with whose useful services the rural communities of India 
bave at no time been able to dispense. ” 
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Capital has become cosmopolitan and was oheap in western 
■countries before the war. The railways in* the oolonies and 
oountri es like China and Turkey, have been constructed with 
the help of English and Frenoh capital. Exported oapital goes', 
out in the form of manufactured goods in the shape of steel \ 
rails and locomotives and the lending nations compete with one 
another in supplying them as it encourages their industries. 
Dissatisfaction is often expressed in England that so much 
-capital goes out of the oountry every year to fertilise foreign 
countries and that indigenous industries have to starve. It 
is obvious that on aooount of the wastage of the diaastaeoua THir 
for several years to come, o apital will be scarce and dear in_ 
,>t he world and India will be largely thrown upon Eterown 
; resources. In one way this will not be an undesirable effect 
i as saving will thereby be stimulated and larger amounts of 
lindigenous oapital will be available for our trade and indus¬ 
tries. 

The benefits which the importation of foreign capital has 
conferred upon the Indian people, is duly recognized, and any 
opposition to the employment of foreign capital as such will be 
: unreasonable. Capital, like labour, must be paid its price, and 
!if a oountry does not possess capitaj^pf its own, it must import 
it for its economio development. ^*he objection, however, is 
raised, as has been well said, not against foreign capital but 
against the foreign capitalist 1 who exhausts our national 
resources and takes profits out of the country. It is poor 
consolation that he pays wages \o indigenous labour when 
he seoures the oream of industry for himself. M r. Pu tt * 


Besides the disadvantage of the employment of foreign capital that 
its profits go out of the country, there is another, viz. that foreign capitalists 
ehow a strong tendency to oppose measures of political and other reforms 
which, in their opinion, are calculated to *Jireaten the security of their invest¬ 
ments but which, in reality, are necessary for the economic development of 
the country. The cry of i 9ffrpjt ftl {n dwgftt * is as frequently hoard as the cry 
4 religion in danger 7 when questions of reform are mooted. 

2 u The great mistake to be guarded against is that, because certain 
capital used in India is foreign, it must, therefore, do harm to the country. 
It has, of course, to be considered that we ought not to pay too high a price 
for it. ”—R. C. Dutt: Calcutta Industrial Conference, 1906. 
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characterises the employment by the State of foreign? 
oapital for its railways as an instanoe of * the right use of 
foreign capital; * and egmlljE.right jqU ha i<!a l1Bn n "^ 
fjgrgfll^adjtobepaid^jULaftOu 

who would derive^all the profit out of its employment. He, 
therefore, maintains that “ when we turn to the petroleum in¬ 
dustry in Burma, the gold mines of Mysore, the ooal mines of 
Bengal, the tea and jute industries, the carrying trade by sea 
I and the financing of our vast foreign trade by foreign banks, 
we come upon another and a less favourable aspeot of the ques¬ 
tion of the investment of foreign oapital. It is impossible to 
estimate accurately the amount of wealth that goes out of the 
country in this manner, though an approximate idea can be- 
[had of it from the excess of our exports over our imports after 
‘omitting Government transactions. ’ ’ 1 

62. Capital and Banks.— The subject of banking and 
credit will be separately dealt with in a subsequent Chapter. 
We have to refer here to the facilities that at present exist and 
that must be provided in order to make industries more produc¬ 
tive and to assist the starting of new industries. During recent 
years, banking has made considerable progress in India in spite 
of the failure of several indigenous banks in 1913. The big 
concerns of the western type viz, the Presidency Banks, now 
amalgamated into the Imperial Bank of India, Exchange, Banks 
and Indian Joint Stock Banks are almost exclusively concerned 
with the financing of trade. A.11 of them receive deposits, make 
loans and deal in bills of exchange, the second class of banka 
buying and selling foreign exchange, besides./xhe total depo¬ 
sits of the Imperial Bank, the Exchange Bank? and the princi¬ 
pal joint stock banks now exceed 160 crores, the amount in the 
case of the last alone being 45 croresT^Compared with western 

1 Mr. Dutt quotes Mr. (now Sir Thomas) Holland in support of this view. 
Speaking of the successful exploitation of the petroleum fields of Burma the 
latter observed in a paper read before the Industrial Conference in 1905 
“ The one regrettable feature is the fact that the capital required to drill the 
deep wells has been raised in Europe, and the profits consequently have left 
the country. In the petroleum industry as in so many other enterprises of 
the kind, India will contiue to pay such an unnecessary and undesirable tax' 
as long as those in the country who possess money will not risk their reserve 
fund in industrial purposes. ” 
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countries, India is very backward in banking and therefore in 
industrial development. 

There are, besides, Indian shroffs and bankers who likewise 
finanoe internal trade. The savings of the people are, however, 
deposited with the above named banks and with Postal Savings 
Banks, the deposits in' the latter amounting, in 1920-21> toi 
nearly 20 orores of rupees. Qp-operative oredit banks come 
last with about 25 crores as deposits. The banking habit is 
certainly growing upon the people, and the war loans and cash 
certificates have provided a very useful practical lesson of the 
advantages of investing even small savings. More banks and 
investing facilities are, however, needed and the banks must be 
scattered all over the country, collecting small amounts and 
lending them for productive purposes. The banks do not reach 
the small cultivator, craftsman and trader and if co-operative 
banks are excepted, it may be stated, that the rural and urban 
sowkars are the source from which loans are obtained. These 
money-lenders charge exorbitant rates of interest, anything 
between 10 and 100 p. c., and it is not a wonder if the debtors 
are ruined instead of benefiting by the loans of capital. The 
Tata Industrial Bank is a step in the right direction and will 
supply capital to new industries. Many such banks, in¬ 
dependent or State-aided, are required for the financing of 
industrial ventures. 

As we have observed above, S? greatest need of the houx 
in India is that of banking facilities in all parts of the country 
and of industrial as well as financial capital which will be 
easily available even to classes of small producers.^ The 
assistance rendered by the existing banks is absolutely 
inadequate, and more banks must be started and scattered all 
over the country. These may not, however, be able to givA 
credit for long periods as is required for industries, and special! 
industrial banks will have to be established with State assist¬ 
ance^ (There is so much State money lying in the Reserves, of 
ttie Government, and it may be made available, in suitable 
ways, for the encouragement of indigenous industries^ Orores 
of rupees belonging to the Paper Currenoy and {Jre Gold 
Standard Reserves have been lent in England; they must be 
kept in India and be placed at the disposal of enterprising men 
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in this country, of course with the necessary safeguards. This 
supremely important object can be attained by the institution 
of a State Bank and the establishment of industrial banks. 

There can ba no doubt about the fact that the existing 
financial machinery under which village and town sowkars and 
shroffs, joint stock banks, the Imperial bank and Exohange 
Banks, together with the co-operative credit societies and the 
Government, whioh gives loans to agriculturists for improve¬ 
ments, supply capital to Indian trade and industry, is unequal 
to the requirements of the economic progress of the country. 
The Industrial Commission gave its best attention to the 
problem of the finance of indigenous industries and its report 
contains several valuable suggestions regarding the help which 
the State can and ought to render in this connection. It has 
considered the lines on whioh industrial banks should be con¬ 
ducted and the terms on which Government should assist 
industrialists with the capital they need. This is a question 
wnich the State in India must seriously tackle if it is to play 
|any important part in the promotion of the economic develop¬ 
ment of the country. Government’s policy of giving agricul¬ 
tural loans and advances to cultivators under the Land 
Improvement Loans Act of 1883 and the Agriculturists’ Loans 
Act of 1884 has not proved a success and salvation has had to 
be sought in the co-operative movement. 1 


1 u The former enactment authorises the grant of loans by local officers, 
subject to rules laid down by the local Governments for the purpose of 
making any improvement, an improvement being defined as any work that 
adds to the letting value of the land. Wells take the first place among such 
works. Loans are repayable by instalments and recoverable generally hs if 
they were arrears of land revenue. The Agriculturists’ Loans Act makes 
similar provision for advances for other purposes, not specified in the Land 
Improverneut Loans Act but connected with agricultural objects, including 
the relief of distress, the purchase of seed and cattle. The rate of interest 
on Government advances is 6J per cent. ( one anna in the rupee) or less, as 
compared with 12 to 24 per cent, or more exacted by the village money 
lender; but advances are made only for specific purposes, they entail more 
formalities than the village loan, and the repayment is enforced with greater 
rigidity, so that in the past Government loans, though large in the aggregate, 
have not had any great influence on the agricultural credit of the country.’ * 
—Moral and Material Progress Report, 1911. 
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This illustration shows how deficient is the supply of agri¬ 
cultural capital, and what is true of agriculture is also true of 
other indigenous industries, large and small, particularly small* 
The little savings of the people, it need not be repeated, will 
have to be collected in banks scattered throughout the country 
and must be supplemented with State money where necessary* 
In France, for instance, the State assists agricultural and other 
associations with capital in this way* Of course, a sound 
system will have to ba devised under whioh the object in view 
will be attained with safety to the tax-payer and consistently 
with the healthy progress of indigenous industries and banking* 
Co-operative credit societies are playing an important role in 
connection with the capital needs of the agricultural population 
and the number of the members of these institutions and the 
a mount of working capital dealt with by them are steadily 
increasing. The possibilities of development in this direction 
are immense and Indian agriculture is bound to show greater 
improvement with expanding facilities of credit and capital* 


18 
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63« Industrial Evolution :—To the three factors of 
wealth production so far considered viz. land, labour and capi¬ 
tal, a fourth is often added and it is called organization. The 
existence of this factor is not felt when the industry or mode* 
of production is small and simple. A petty farmer, for instance, 
labours on his own land with the help of implements provided 
out of his personal savings, to create agricultural wealth and 
there the element of organization is inconspicuous and is hid¬ 
den from the view. But a large farmer must engage the services 
of labourers and may have to borrow a part of the capital that 
is necessary. The bringing of the essentials of production to¬ 
gether and the management of industry constitute organization 
and the value of this work grows with increasing dimension* 
and complexity involved in the production of wealth for a 
large market. Knowledge, forethought, enterprise, daring* 
Inventiveness and other qualities are needed for the successful 
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organization of large-scale industries. 


thn etrrion rflnfarflriihy tN Iff Hir*. wages and interest 

are the remuneration for the contributions of other agents o£ 


wealth production. Industry is organized in different forms and 
the efficient management of the faotors of production yields, 
large returns. 


Economists traoe the development of the organization of 
the production of wealth through its different stages from the 
self-suffioing form of individual or family wealth-creation to 
the factory regime of modern times. Production upon a large 
scale, with the assistance of armies of operatives and of vast 
quantities of capital for an extensive market, is the most strik¬ 
ing characteristic of the present day. The use of machinery, 
the easy and plentiful supply of capital and improvements in 
the means of communication, have produced remarkable social 
and economic effects. The cultivator no longer produces for 
his own family or his own village but supplies, though uncons¬ 
ciously, the most distant markets with the produce of his field. 
The artisan is no longer an autonomous worker plying his 
tools at home and the owner of the commodities he turns out- 
The craftsmen, as indepedent workers, have been displaced by 
employers of masses of labour and machinery and they have 
been reduced to the condition of people working for a wage in 
factories owned by huge companies or by wealthy individuals. 
The old looal and national markets have become extensive and 
international, and a minute division of labour and concentra¬ 
tion in production, specialization and integration of industry, 
have been the result. 


When life is very simple, a family is self-suffioient, produc¬ 
ing every thing it needs, except perhaps a few articles which 
cannot be produced at home. The use of machinery is both a| 
cause and an effect of a minute division of an industry into! 
different operations. Specialization is to be found not only in 
connection with separate crafts but also with distinct branches 
of the same craft. This industrial evolution may be marked 
in the eoonomio history of every community, and India is no 
exception to the 'general rule. The * capitalist' or * factory ’ 
system has not, however, entirely superceded the domestic or 
oraft system even in western countries, and this phenomenon 
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is more remarkable in India than elsewhere. 1 2 Here large 
industries and large farming are exoeptions and the industrial 
organization of the old type still persists despite the encroach¬ 
ment of modern methods of production and transport. 

69. Home Industry :—Almost all the old indigenous 
industries are small and are carried on in the homes of the 
'Autonomous workers^ The spinner, the weaver, the potter, the 
blaoksmith, the oilpresser, the leather worker, the shoe-maker 
are all producers of this type, (fhey own the simple tools of 
their trades, but have very often to depend upon the neighbour¬ 
ing money-lender for the supply of capital in the form of raw 
materials and food Very rarely oraffsraen may combine 
and carry on the business on the partnership principle. Part* 
nership has been well-known in India from very old times and] 
is generally practised in trades whioh cannot be well managed] 
by a single worker, though assisted by the members of his fa 
mily. We have references to trade and industries oonduoted 
by partners and the rules regulating such organization in the 
most anoient Indian literature and the partnership principle 
seems to have been extensively practised. * Autonomous pro-i 
ducers work in their own homes and turn out goods which oom-1 
mand ready sale in the local or the neighbouring market. Some] 
special produots of well-known oentres e. g. Benares silks, are 
in demand in distant parts of the country. The oraftsmen will 
also work to the order 'of local customers, but this demand 
is not sufficient and their goods are generally purchased by 


1 “ Even now-a-days, although the factory is the characteristic mode of 
industry, all the other forms are still to be found. We see traces of domes¬ 
tic indnstry in the peasants’ houses where the wife bakes the bread and spins 
the flax for the household linen ; and in some of the provincial towns where 
jam-making, ham-curing and washing are done &t home and have not yet be¬ 
come industries. In all towns a large number of artisans may still be found 
plying diverse trades and working for their customers as in the Middle Ages. 
And there are still manufactories which employ only hand labour. ”—Gide: 
Political Economy. 

2 See Kautilya’s Arthashastra and Majumdar’s Corporate Life in 
Ancient India. 




HOME IHDliSTBY. 141* 

the merchants in the locality, who send them to different- 
markets. 1 

Craftsmen working in their own homes may not often be* 
autonomous producers. The merchant, who is also the monejr 
uender of the village or town, gives out pieces of work to be* 
pone in the homes of.the oraftsmen. He supplies the raw~ 
material but rarely also the tools, and takes away the finished-' 
produot, paying the worker only a small wage. The worker ia- 
thereby relieved of all responsibility snd esoapes the trouble- 
involved in finding oapital and disposing of the finished pro¬ 
duct. But he is, at the same time, reduced to the position of a 
drudge, and the sense of ownership and independence is entire¬ 
ly lost. The capitalist may also set up a faotory in his own 
house and require the craftsmen to work there. He supplier 
the tools and the raw material and the workers are mere wage- 
Burners. They share neither the responsibility nor the profits^ 
of the trade. 

An employer who finds that there is a good and steady 
demand for a certain kind of commodities in a looality, wilt 
organize an industry in this way in a town, on aooount of its- 
market or transport facilities or artisans may be attracted to* 
such an industrial centre by tempting prospeots. Rajas and' 
noblemen used to invite craftsmen to their towns and to give'- 
them special facilities to settle and ply their trades. The* 
immigration of artisans led to the prosperity of the town ae 
well as their own, and the localization of oertain industries in- 

1 u The arts and manfaetures of India are more easily separable into 
sections, corresponding with hand labour and steam power, than are those of" 
most countries ; for handicrafts in spite of the mechanical developments of 
the past centuiy, are still very important to the Indian people. The carpen¬ 
ter, the potter, the blacksmith, the weaver, the dyer, the tailor, the shoemaker 
and the sweetmeat-maker are recognized members of most village com¬ 
munities. The higher crafts—those of artistic workers in wood, clay, stone*, 
metals and textiles—are carried on in special localities : and in direct rela¬ 
tionship to physical and administrative conditions. When, for instance*, 
hand labour industries are practised on a large .scale they tend to become 
centralized in important towns. Steam-power manufactures are not ip any 
way indigenous industries, but havo been originated, and are controlled, by 
the supply of raw Material and fuel, by the facilities of transport and by 
the degree of association with European enterprise. ”—Decennial Report Ott 
Moral and Material Progress, 1913. 
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’the eities of old, iu the times of Mahomedan and Maratha rule, 
anay be traeed to this oause. 1 2 

The handloom weaving industry* in India is a typioal 
v>ne, and the problem before the oountry in recent times 
mas been how to enable it to stand the competition of 
I power-looms. The output of the Indian ootton weaving mills 
(has not yet been able to replace the quantity turned out by hand- 
looms and it is believed that if the weavers are supplied with 
improved appliances and capital and if the industry is better 
organized, it has yet a good future before it. Attempts have 
been made to devise a sutiable improved loom that may be 
-used by the weavers with greater advantage, and weaving 
classes and factories have also been tried. It is, however, 
difficult to say whether these endeavours have met with any 
appreciable success. The small indigenous industries persist 
Ibeoause they satisfy a special demand of local and distant 
joonsumers, which can not be met by the products of factories, 
foreign or Indian, or cheap faotory-made artioles do not reach 
•$he interior parts of the country. 

65, Large-scale Production: —Concentration of capital 
- 4 ind production of wealth with the help of machinery, render 
large economies possible and are calculated to yield high re¬ 
turns. A numer of producers may thus combine together and 
the advantages of this kind of oo-operation are obvions. Though 

1 “ The silk and embroidery industry of Poona was entirely due to the 
[encouragement given to the foreign settlers form Burbanpur, Paithan and. 
'other towns to come and live under the Peishwa’s protection on house sites 
which were granted free to them. Individual merchants were encouraged in 
large towns to open shops with the help of Government advances.”—Ranade: 
Introduction to the Peishwas’ Diaries. 

2 “ The weavers are exceedingly poor and in the main rely upon middle¬ 
men for the small amount of capital actually employed in their trade. They 
are ignorant and narrow-minded and averse to enquiries regarding the detail 
of their trade. Each man works for himself and there is little or no co-opera¬ 
tion among them. Thero is no chance that any weaver may arise with an 
intimate knowledge of the technique of the trade and with a mind sufficient¬ 
ly wide to grasp the general trend of the economic forces which are gradu¬ 
ally driving his fellow castemen to misery and despair. Tie- only hope lies 
in the conduct of experimental weaving by the State with the object of work¬ 
ing out by degrees a better system of production. ”—Chatterton : “ Agricul¬ 
tural and Industrial Problems in India. ” 
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-co-operative produotion prevails to a certain extent in various 
countries, owing to peculiar causes, it has not made any notable 
^progress. Weavers* and other co-operative societies which 
already exist in India, show what may be attempted in that 
direction in the case of other crafts. In India, we have num 4 
erous associations for credit but there are very few societies 
for production, and in agriculture where the co-operative 
movement is spreading statisfactorily, this form of association 
finds little favour. Two or three farmers often take land on 
lease and work it in combination, but this is exceptional. The 
development of the factory system in this country has been 
synchronous with the growing application of the joint stook 
principle to industry. Under the factory system, which is 
the predominant characteristic of modern times, the small 

I autonomous producer has no place and the eoonomio evolution 
now going forward in India is a transition from the domestic 
and small to the organized and large-scale industry. 1 2 


The joint stock principle of assoication pressents certaii^J 
advantages:* under it large enterprises requiring huge quanti 


1 “ The capitalist employer not only provides the raw material and dis¬ 
poses of the finished product, but also controls the intermediate process. 
The machinery is so costly as to be beyond the reach of the workman ; and 
since the machines are the property of the employer the building in which 
production is carried on, must also belong to him and is called the factory. 
The labourer is not his own master as in the handicraft system ; he no longer 
owns the tools and the workshop as in the domestic system : ail that he does 
is to provide the human labour force which is applied through machines and 
in work-places owned by the capitalist employers. The stupendous increase 
of production which is thus rendered possible reacts upon the labourer both 
as producer and as consumer. Population increases enormously, and there i& 
a continual drift from the country to the city. Industrial society receives it® 
modern shape, and the social income is divided into the rent of the land- 
owner, the wages of the labourer, the interest of the capitalist and the profit® 
of the entrepreneur.”—Seligman. 

2 “ The company form makes possible the raising of capital for the 
very biggest enterprise. It enables the holder of small savings, who doe® 
not wish to use them in business himself, and who is not in close enough 
touch with business to entrust them to any private firm, to invest his saving® 
Temuneratively. It is equally useful to the holder of big savings, since it 
enables him to distribute his capital among many enterprises (and countries). 
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kies of oapital oan be easily undertaken and persons of small' 
means find in it an attractive method of investment on account- 
of the liability for losses being restricted to the value of the 
shares held. The partnership method of organization is oom- 
mon enough in India and co-operative production is yet to 
develop. The needs of production on a large scale, and with 
the help of maohinary and power, however, require the com¬ 
bination of oapital contributed by several who have savings- 
to spare and men of enterprise and organizing capaoity who 
can utilize the capital and labour of others for wealth-creation 
in big factories. 

66* Joint stock Principle. —It is these advantages- 
which have led to the rapid development of companies formed 
on the joint stock principle in'"western countries and that 
example is being followed in India. Most of the European in¬ 
dustrial and commercial enterprises in this country are joint 
stock concerns. Railways, mills, engineering firms, factories,, 
mines, tea gardens, banks, commercial organizations and other 
oonoerns are joint stock companies. And almost all new in¬ 
dustries started by Indians take this shape, old individual con¬ 
cerns, when the need of expansion arises, being converted into 
joint stock companies. There is a limit to the capital advanc¬ 
ed by a person or a small group of persons and in order to ex¬ 
tend the scope of an industry it becomes necessary to invite 
more people to join and to hand over the concern to a joint 
^etock company. 

‘ The total number of companies limited by shares whioh 
liave been incorporated in India upto 191P-19 under the laws 

and so avoid the risk of carrying all his eggs in one basket. Since shares in 
joint stock companies are usually saleable the investor can realize his property 
in a business without breaking the firm up; if he were a partner in a private 
firm and wished to withdraw his capital, either he must find some other 
capitalist to take his place in the business by buying his share, or he must 
risk breaking up the firm, since it might be unable to continue without his 
capital. The joint stock company provides another opening for men with 
organizing ability but with no capital.”— Henry Clay. 
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relating to the registration of companies, amounts to 7,883. 
Of these, 2,78 9 OQp-ipRTiiaa-aww Wftylrwj* at tire dfidOf 1918-19, 
most of the remainder having been either wound up, or other* 
wise discontinued or never having commenced business, so that 
about 64 per oent. of the companies registered have ceased 
working. Some companies have also been taken off the Indian 
register to be reconstructed as companies under the English 
law with their head offices in London, while after the outbreak 
of war, some companies incorporated in the U. K. were taken 
off the English register and reconstructed as companies under 
Ithe Indian Act. All the companies registered in India have a 
rupee capital with the exception of the Hongkong Shanghai 
Banking Corporation which was registered in Calcutta in 1869 
with a capital in Hongkong dollars of whioh the rupee equi- 
valent is stated. The number of companies at work and the 
capital invested in them stood as follows at the end of each of 
the three years seleoted • 


1915-16. 1916-17. 

Number of companies 2,476 2,513 

Authorised capital Rs. (1,000) 1,84,20,90 2,00,04,22 

Paid-up capital Rs. (1,000) 85,02,45 90,89,56 


1918-19. 

2,789 

2,55,09,50 

1,06,61,45 


The number of companies registered in Bengal is over 
two-fifths of the entire number registered throughout Indie, 

. but the average paid-up capital per oompany is highest in 
! Bombay, and in this respect Burma occupies the second place, 
while the Punjab the third , the figures for the average being res¬ 
pectively Rs. 7,08,000, Rs. 5,22,000 and £Rs. 4,16,000. Over 
one-third (Rs. 36,71,03,000) of the aggregate paid-up oapital 
is invested in mills and presses, ohiefly for working and pressing 
ootton, jute, wool and silk. A great number of mills and presses 
are registered in Bombay, that Presidency representing 46 per 
cent.' of this sum (16,81,91,000), most of it being invested in 
ootton mills and presses. Further information on this point 

may be obtained from the following statement showing the 
19 
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•distribution of the aggregate capital in the principal classes of 
joint stock enterprise at the end of 1917-18:— 


Class of Companies. 


Number. 

Paid up Capital. 

Banking and loan 


485 

■TTWflUjy 

Insuiance 


121 

5,59 

Navigation 

... 

23 

1,44,45 

13,18,64 

Railways and tramways 

• M 

56 

Other trading companies 

• M 

805 

15,13,08 

Cotton mills 

... 

192 

17,07,86 

Jute mills 


45 

10,31,66 

Mills for wool, silk, &a. 

Cotton and jute screws and : ‘presses 

• •• 

16 

2,38,62 


129 

2,66,61 

Kice mills 

... 

24 

80,05 

Flour mills 

... 

28 

75,30 

Other mills and presses 

... 

44 

1,31,61 

Tea planting 


286 

5,42,39 

Other plrnting companies 

... 

39 

63,23 

Coal mining 


168 

6,75,71 

Gold mining 

• •• 

8 

24,81 

Other mining and quarrying 

• • • 

61 

5,40,92 

Land and Building 

... 

43 

3,35,07 

Sugar manufacture 

... 

18 

(88,55 

Other companies 

• •• 

74 

60,34 

Total 

2,668 

99,09,72 


\y Statistics have been collected regarding companies which 
are incorporated'outside India chiefly with sterling oapital 
but which carry on work in India. The total number of suoh 
companies towards the olose of 1917 is ascertained to have been 
607 whose paid up oapital amounted to £ 4177 million besides 
about £ 127 million issued as debentures. Of this, Hallways 
were responsible for about £ 69 ^ million of paid up capital 
and an equal amount of the debentures. Of oourse, in the case 
of most of the banking and insurance companies, and navigation 
and trading companies, only a portion of the capital is invested 
in India. 

67. Industrial Bnterpriset-The recent tendency in India. 
;it will have been noticed, is for the oottage and small indus¬ 
tries to be slowly replaced by large oonoerns carried on mostly 
ion the joint stook principle and with large quantities of capit al. 
iBut the bulk of the oonoerns have owed their origin and 
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’success to European enterprise and managing capacity. 1 British 
/industrialists had a big start in this field. They oame armed 
with the neoessary oapital and experience and received every 
encouragement. Except in the case of the ootton mills, Indians 
simply looked on with astonishment and admiration while 
foriegn economic enterprise steadily expanded and oocupied the 
[field of the planting, mining, textile and engineering industries. 
When the results of scientific researoh and manufacturing 
development in England, “ began to reach India in the shape 
of machine made imports, the movement had passed beyond 
the stage where imitation might have been easy and when the 
gradual evolution which had taken place in England could be 

S eadily imitated in India.” 1 The polioy of Government was 
lominated by the dootrine of laiasez faire, Indians had no 
opportunities of gaining experience and no effort was made to 
mpart technical and industrial education. Trained supervisors 
were imported form England to look after the Indian workers 
in factories started and managed by Europeans. There is nee d 
in India not only of skilled artisans, trained mechanics and 
sapable foremen, but of enterprising organizers and, manager s. 
They will often rise and must be given opportunities to rise 
r rom the lower ranks, but general education and special train¬ 
ing designed to turn out such persons, will also be necessary. 

An industry or trade started by an enterprising man is 
bequeathed by him to his sons who will carry it on on the lines 


M>\“ The great majority of the larger concerns are financed by European 
captial, and in such caBes the managament or direction is generally European, 
and the Indiana shown under this head are engaged for the most part on 
supervision and clerical work.,.In Assam, where 549 tea gardens are owned 
by Europeans and 60 by Indians, there are 536 European and 73 Indian 
managers. In the coffee plantations of Madras and Mysore the same princi¬ 
ple is apparent. The jute mills of Bengal are financed by European capital 
and the managers are all Europeans ; while in Bombay, where Indians own 
110 of the cotton spinning and weaving mills and share 25 with Europeans 
and the latter own exclusively only 12, all but 43 of the managers are In¬ 
dians. Sometimes the proportion of Europeans employed in supervision &c. 
varies with the character of the work. In the gold mines, where the planning 
and control of the deep underground workings require a high degree of skill* 
Europeans outnumber Indians in the ratio of nearly 4 to 1, whereas in the 
colieries Indians are twelve times as numerous as Europeans.”—Census 
Report. 

2 Indian Industrial Commission’s Report, 
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laid down. Several oonoerns are found In India, thus going on 
from generation to generation in the same families. Customary 
methods are adhered to and a business will go on successfully 
for an indefinite period of time unless it is ruined by utter 
Incapacity or fraud of the managers. 1 The children and the 
relatives of a suooessful business man find easy opportunities 
of mounting the higher rungs of the industrial ladder which 
are denied to less favoured people who are the majority. 

In western countries where modern industrialism has au 
undisputed sway, accumulation of wealth in a faw hands has 
given rise to a olass division often as rigid as that of the Indian 
caste. The working and other olasses rarely get opportunities 
to rise in the economic and social scale, and oapital, though it 
is becoming democratised, it still the exclusive possession of 
the few, beoauseto be employed in industry, it requires 
certain facilities which are not easily available. In India, 
/trades and industries have thus become almost hereditary in 
families and are distributed among castes and communities. 
The Parsees, the Marwaris, the 6anias and the Khojas, who 
oocupy a prominent position in the industrial and commercial 
life of Bombay, illustrate the truth of this remark. The majority 
of mill-owners, it is said, do not prefer to send their sons or re¬ 
latives to technical colleges as they do not like to work with 
ordinary labourers and it is the general impression that nearly 
all the students in the technical colleges are the sons of people 
of very moderate means and that very few of them, if any, appear 
to belong to families of wealthy manufacturers, whose sens 
should be training themselves to be officers in the industrial 
army.’ 


1/ 1 “ The son of a man already established in business starts with so 
many advantages that we might expect business men even to constitute a 
sort of caste, dividing out among their sons the chief posts of command, 
and founding hereditary dynasties, which ruled certain branches of trade 
for many generations together. But it is not so.”—Marshall : Economics of 
Industry. 

2 u How are otir Indian capitalists educating their boys ? Wealth is a 
stewardship, and the accumulation of groat fortunes in individual hands can 
only be oxcused on the ground of important services rendered to the country 
by those holding them,”—Report of Eighth Industrial Conference, page 414, 
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What happens in the case of the sons' of a wealthy busi¬ 
ness man is that living in an atmosphere whioh is not favour¬ 
able to the growth of the habits of initiative and patient and 
unceasing labour they care more for social honours and easy 
living. The business maohine goes on working by the initial 
force which set it in motion and may be handed over to others 
possessed of the necessary energy. Business capacity and 
enterprise are not certainly hereditary, and the system of caste 
cannot ensure transmission of these qualities. The evironments 
in whioh people live, indeed have great influence upon their 
careers and a few men of genius exhibit capacity to bend them 
to their advantage and to conquer difficulties with perseverance, 
jrhe middle class from which educated men joining the profes¬ 
sions and Government service are drawn, find it difficult to get 
{admission to business ranks. Economic pressure is, however, 
'bound to loosen the class and caste fetters which impede prog¬ 
ress, and these social divisons are already showing a noteworthy 
adaptability of which they were supposed to be incapable. 

While, therefore, the extended provision of technical 
education for the creation of a class of trained operatives is 
necessary, and it is recognized that it is by dint of character 
and of perseverance that men must and do rise to higher rungs . 
of the industrial ladder, it is believed that the ‘most import 
tant faotors in the increased production of national wealtlj 
would, in the case of India at least, at present, be the leaders, 
directors and supervisors of industries. It is the skill, capacity, 
and training of generals and captains whioh determine victories 
more than the bravery and steadiness of the rank and file of the 
army.’ In America and other countries highly educated Univer¬ 
sity men enter business and are found to turn out eminently 
successful. In Germany special provision is made for the train¬ 
ing of organizers and managers of industries. Under a suitable 
system of education there is no reason why it should not 
he so in this oountry also. 

V/1 “ At all events if they were born after he became rich, and in any 
case his grandchildren, are perhaps loft a good deal to the care of domestic 
servants who are not of the same strong fibre as the parents by whose 
influence he was educated. And while his highest ambition was probably 
success in business, they are likely toTbe at least equally anxious for social 
distinction.”—Marshall. 
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\S ©8. Small Industries .—The displacement of the oot- 
tage industries and of autonomous ’workmen by faotories and 
maohinery, is going on apaoe in India, and the prospeot of the 
patent evils of industrialism coming in the wake of this 
modern development of large conoerns, has oaused and rightly 
caused, no small anxiety to thinking people. The tendency to 
large-scale production seems to be inevitable ; foreign com¬ 
petition and growing needs of the people seem to require it. 
But the deoadence of the old arts and handicrafts, the vitiation 
of public taste which imports of machine-made, oheap goods 
have caused, the degradation of the workmen to the position 
of unskilled wage-earners and the migration of the rural 
population to enervating mills, mines and factories and to the 
overcrowded and unhealthy cities, are evils associated with 
the factory system; and the question has been asked: ' Is 
|Europe going to make Asia an East end ?’ 

Advantages of the concentration of capital and labour, 
of the use of labour-saving maohinery and of mass ponduction, 
are undeniable and India cannot refuse to avail herself of them. 
Apart from the consideration that evils of industrialism may be 
counteracted and obviated by timely measures and precautions, 
the people of this country cannot help trying to produce wealth 
with the least possible cost on the lines of progressive nations. 
[But the day for the small industry is not entirely gone. On the 
contrary, certain peculiar conditions of modern times them¬ 
selves are favourable to their continuance and growth. Ppnnlar 
taste require s certain handmade goods, and thus varieties of 
jhead gear, dhoties and saries made by the handloom weavers 
jhave not been displaced by modern faotories. The tailor , the 
^shoemaker, the goldsmith, the confeotioner and other workers 
ifall into the same category. PmTiiqjty of foe maykat and of the 
jjoustomer also gives the oottage industry an advantage over the 
faotory, and the former is now-a-days in a position to benefit by 
meohanioal and other improvements which are being made 
evgjcSLday. The artisan in the west can now work in his own 
home with the help of oheap motive power and machine tools. 
And the Indian craftsman can adopt his methods. 1 

1 “ The carpenter, if he is furnished with a very cheap motive power 
which is necessary to set circular sawB or other machine tools in motion, will 
he able to work in his house as well as a great manufacturer. In this way he 
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We have referred on a preceding page to the possibilities 
of water power in this country and to the suocess of the Tata 
Hydro-electric soheme at Louavla. That suooess has stimulat¬ 
ed further efforts in the same direction and other sohemes 
have been undertaken. If eleotrioal energy generated by water 
power at different suitable centres in the country is transmitted 
over distances, many a' home industry may be rehabilitated! 
and plaoed on a sound footing. The hydro-electric sohemes 
are calculated to serve a double purpose viz• to supply electric 
power and irrigate aores of land at the same time, and it is 
possible to combine two different types of mutually helpful, 
industries under one and the same project . 1 If gas and elec¬ 
tricity are now providing social amenities to urban workmen,, 
there is no reason why the oraftsman and the mechanic should 
not be in a position to avail themselves of their motive power 
for productive purposes. The chief difficulty that is sure to 
stand in the way of this consummation is the dominating 
claim to the above advantages that will be effectively advanoed 
by the urban users of electrical energy for traction, lighting 
and other purposes, and the only benefit moffussil industries 
will derive, will be duejto the;economy of coal fuel in large indus¬ 
trial centres. It is, in any case, undoubted, however, that 
home industries will be able to hold their own if they are 
equipped with improved applianoes, cheap capital and market¬ 
ing facilities. 


will bo able to utilise his small group of machines in a variety of ways, until 
he will begin to acquire a perfect command:over his work which he could not 
have been able to attain, if he had been a workman in a great factory. In 
spite of the advantages on the side of the big manufacturers, ilie small 
manufacturer will be in a position to compete with them. He will find an 
energetic support in the collaboration of the members of his family and in 
the moral element which will be the consequence of the work in his proper 
home. He will form a number of assistants and apprentices, or in fino a 
complete industrial organization quite analogous to ,that of the ancient 
professions but differing from it only in the introduction of the machine. 
The improvements of applied science can now supply him with the motive 
power at a very small cost. The modern developments of the use of elec¬ 
tricity might now transmit motive power cheaply to the cottage of a small 
producer.—Report of the Eighth Industrial Conference, Page 122. 

1 See Memorandum submitted to the Industrial Commission by Mr. 
B. B. Joyner. 
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69. Vitality of Cottage Industries. —For reasons in¬ 
dicated above, some industries conduoted on a small soale by 
old methods, oontinue in India and exhibit remarkable vitality. 
It might have been expeoted that with more than a century’s 
contaot with the West, the indigenous cottage industries 
should have disappeared almost entirely from the field which 
was opened to the produots of the modern faotory, foreign and 
Indian. .But the old industries survive with an astonishing 
tenacity and it would be a wrong policy to leave them to their 
fate in the struggle for existence on the principle of the survival 
of the fittest as it would be unwise to refrain from effecting 
suitable improvements in them for fear of westernizing Indian 
industries. 

We have referred elsewhere in this ohapter to the position 
of the handloom industry whioh stands next to agriculture in 
economie importance. It is estimated that about 20 lakhs of 
adult and male weavers are engaged in the industry and the 
total of men, women and ohildren who find employment in it 
may be put down at 50 lakhs. It is a remarkable circumstance 
that at an all-India handloom weaving exhibition recently held 
at Patna, an interesting feature of the discussions which took 
place, was *' the absolute unanimity of opinion among the 
experts that handloom weaving, so far from being deca¬ 
dent, was capable of great expansion and development not 
only as an artistio industry, where its vitality is obvious, but 
on the side of mass production It is to its output of ooarse 
doth that it owes its real importance as the second largest 
industry in India. But if it is to survive as a thriving indus¬ 
try, it must be well-orgainzed—preferably on a co-operative 
basis—as the weaver’s illiteracy, bueiness incapacity and lack 
of capital are as great a handicap as his obsolete appliances. 1 
Improved appliances, suited to Indian conditions, like the 
jflyshuttle and the dobbie and the jacquard, are being introduced 
jinder the auspices of Qovernment Departments. 

From the evidence tendered before it and from speoial in¬ 
quiries made by it, the Industrial Commission concluded that 
the oottage industries were a very important feature in the 
industrial life of India, that they were by no means so primi- 

1 See Bombay Co-operative Quarterly, Maroh, 1922. 
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tive as they were depioted and that there wa8 .jgo^aaL-gj:otmd 
for the belief that they were generally in a decadent oondition. 
The number of workers engaged in those industries, is obviously 
vastly larger than those employed in factories of the modern 
type, in mines, and on the railways and the plantations. 

The Commission was strongly impressed with the urgent 
necessity of taking active steps for improving the position of 
the cottage industries by providing suitable training for arti¬ 
sans, by affording financial help and by arranging for the 
marketing of their products. The suooess of Japanese indus¬ 
tries is due to the attention paid not only to the education and 
technical training of cottage workers but to the organization 
of the sale of their produots throughout the world. The Commis¬ 
sion wants Government and merchants in India to follow 
these methods so as to place the indigenous cottage industries 
on a more satisfactory footing.’ 

70. The old and the New.— Co-operation in purohase, 
production and sale will enable the artisans to overcome 
difficulties presented by lack of oapital and encroaohments of 
large-scale industry. The preservation of the anoient handi¬ 
crafts of India is an urgen t problem in whioh are involved the 
interests not only of tfhe rnllTions whose subsistence depends 
upon them and who cannot be left to the tender mercies of the 
forces of foreign competition and modern industrialism, but 
also of Indian culture, indigenous arts and the social and 
economic well-being of the masses of people. 

What is wanted is capital, organization, education and 
improved tools. “ Do not let us oompete ”, the exhortation is 
addressed to us, “ with Western nations by evolving for our¬ 
selves a factory system and a capitalist ownership of the means 
of production corresponding to theirs. Do not let us toil 
through all the wearisome stages of the industrial revolution— 
destruction of the gilds, elimination of small workshops, the 
faotory system, laissez faire, physioal degradation, hideousness, 
trusts, the unemployed and unemployable and what may be to 
.follow. ” * Mr. Commaraswami even asks if the ‘true hope for 

1 Industrial Commission’s Report, Chapter XVII. 

2 A. K. Coomaraswami: Indian Idealism. 

20 
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Indian industry does not lie in some development of the oaste 
system itself in the village and home industries of the past 
aided by such improvements as are needed e. g. the fly shuttle 
or the distribution of eleotrio power.* 

These remarks raise an extremely difficult problem relating 
to the evolution of industrial organization in India. Until & 
few years ago, this country was in the same economic condition 
as England or Franoe, for instance, about the middle of the 
eighteenth century. 1 If an Indian craftsman of the time of 
Ashoka or Kalidasa were to visit the scenes of his activities 
now, he would indeed be astonished at the sight of the steam 
engine, the telegraph wire and the gigantio machinery working 
in a faotory, but he would probably not fail to recognize the> 
familiar handloom, the wooden plough, the revolving water- 
machine and 2 the bullock cart of his own day. 

It is interesting to see certain spots in the country com- 
' pletely westernized ; in several others a juxta-position of the 
Western and the Eastern, the new and the old ; and in most 
parts of the interior the ancient forms in their pristine integri¬ 
ty. The incongruity of bullock carts laboriously threading 
their way through the orowded streets of Bombay with their 
small burden of a few cotton bales while motor lorries and 
electric tram cars whizzed past them every moment, has struck 
many observers ; but it only typifies the curious evolution that 
is going on in the country. The most primitive forms of indus¬ 
try and organization may be witnessed side by side with the 
most up-to-date factories and machines. 

71. Lines of Evolution: —Where modern machinery and 
motive power are not used, the industry is a home industry and 

1 “ In the time of Louis XIV, when inventors were already becoming 
somewhat numerous, especially in England, the people of Western Europe 
for the most part continued to till their fields, weave their cloth, and saw 
and plane their boards by hand, much as the ancient Egyptians had done. 
Merchandise was still transported in slow, lumbering carts and letters were^ 
as long in passing from London to Rome as in the reign of Constantine. 
Could a peasant, a smith, or a weaver of the age of Csesar Augustus have 
visited France or England eighteen hundred years later he would have recog¬ 
nized the familiar flail, forge, and handloom of his own day.”—Robinson* 
nnd Beard : The Development of Modern Europe, Vol. II, Chapter XVIII. 

2 * Bhr&ntiw&d Vari Yantram.’ 
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is carried on on a small scale by autonomous ^workmen. We- 
have indicated above how there is yet a considerable demand 
for products turned out by craftsmen in the old fashion. 1 What 
is true of cotton weaving is equally true of several other indus* 
tries. And in the manufacture of glass, paper, sugar, metal j 
utensils, cutlery, vegetable oils, leather goods, woollens, silks, 
shawls, carpets and other articles, we have, at the present mo-~ 
ment, a two fold system, the modern factory working side by 
side with the domestic industry but trying to drive the latter 
out of existence. There is little scope under the old organization, 
for any extensive division of labour and specialization, and the 
integration of industry on modern lines is not possible. Yet 
in spinning and weaving, the manufacture of brass and copper 
utensils, the making of leather and in other trades, division of 
labour does exist. And where new industries are started they 
are of the modern type, e. g. manufacture of soap, candles, 
glass, iron implements, matches &c. 

A geographical division of labour and localization of in¬ 
dustries of a sort, have, however, always existed in India so far 
as that has been allowed by the self-sufficing character of pro¬ 
vinces and districts created by distances and difficulties of 
transport. Climatic, political and social causes brought to¬ 
gether certain classes of workers in silk, wool, metals, and gold 
thread and industries connected with shawls, carpets, vessels 
&c. became localized, Dacca, Benares, Delhi, Amritsar, Shri- 
nagar, Murshidabad, Ahmedabad, Masulipatam and Madura 
thus became great centres of industry. Each province has a 
similar industrial localization of its own. 

The steady displacement of these hand [industries by 
machinery driven by power, and the substitution of factories 

1 “ Weaving mills are at the present day responsible for by far the larger 
part of the cotton goods used in India ; but at the census of 1901 twenty four 
persons out of every thousand were returned as Jcotton workers, apart from 

those employed in mills.The band and power industries occupy to some 

extent different provinces of supply ; competition from the latter is still 
small in the case of special classes of goods and olothes woven from the 
coarsest materials, and there are still markets eminently suited to the hand 
weaver which the power loom producer does not successfully contest, because'' 
the demand is too small or too localDecennial Report on Moral and 
Mateiial Progress, 274. 
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jin the place of the domestic labour of autonomous workers, is 
the order of the day. Industrial development, therefore, means 
for the time, the starting of mills and factories with large 
amounts of capital. Though, therefore, the individualistic and 
partnership forms of production largely prevail in the country f 
the joint-stock concerns are tending to multiply. But wherever 
it is possible, the small industries must be preserved and im¬ 
proved, and special effort will be needed if industrial evolution 
is to be properly directed into suitable channels. The follow* 
ing statistics 1 2 in this connection will be found instructive 

Industrial Census , 1912-18 . 

No. of Factories. ... ... 7,113 

No. of Persons employed— 


(i) Direction, supervision ;and clerical. 


European ... ... ... 

9,437 

Indian . 

... 60,794 

(ii) Workmen. 

Skilled . 

... 5,54,778 

Unskilled . 

... 14,80,815 

Total 

... 21,05,824 

Factories and other Large Industries, 1917-. 

No. of 

No. of 

Factories. 

Operatives. 

(a) Owned by Government, 

Local Bodies and State 

Darbars 177 

1.18,584 


( b ) Owned and worked by 
companies or indivi¬ 
duals.— 


1 Statistical Abstract for British India, Vol. I. 

2 In view of the passing of the Factories Amendment Aot II of 1922 
which comes into force from the 1st July 1922, the Bombay Labour Gazette has 
a timely comparison in its May issue of the factory statistics of Bombay 
and other Provinces. The most recent year for which comparative figures are 
available is 1920. In this year there were 894 factories in the Bombay Presi¬ 
dency, 680 in Bengal, 617 in Burma and 511 in Madras. The total num- 
bei of factories registered under the Act was 3,804, al increase of about 5 
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15T 

(1) Worked by mechani- 


cal power . 

3,933 

10,47,290 

(2) Not worked by me¬ 



chanical power 

758 

72,364 

* 

4,868 

12,38,238- 


Factories coming under the Factories Act 
1917-18. 


No. of Factories ... ... 3,241 


Operatives Employed. 


Adult Males 

8,57,221 

,, Females 

1,58,644 

Male Children 

49,882 

Female „ 

10,454 

Average Daily Number 

... 10,76,201 

Important Factories worked by mechanical or 


electrical | power, 1918. 

Cotton gins and presses 

1785 

Rice mills 

... 

... 

591 

Cotton mills 

... 

... 

274 

Oil mills 



144 

Jute presses 



119 

Saw mills 


... 

137 

Printing Presses ... 


... 

111 

Engineering workshops 


... 

95 

Railway -workshops 



69 

Jute mills 


... 

75 

Iron and brass foundries 

... 

... 

46 

Flour mills 

... 


49 


per cent, over the previous year. The average number of workers employed 
daily in the Bombay Presidency was 338,758 out of a total of 1,238,725 for all* 
India. The total number employed in Bengal was 454,713. The highest in¬ 
crease in India during the year was in Bombay, an increase of 20,522, due to 
the large number of operatives being employed jd cotton mills and presses and 
in railway woikshops. 
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Cotton Mills . 

Authorised Persons 
capital employed Looms Spindles 




No. 

(lakhs). 

(1,000). 

(1,000) (1,000) 

Average 1879-80 to 1883-84 

... 63 

657-6 

51 

14-5 

1,610-6 


1889-90 to 1893-94 

... 127 

1161-7 

1161 

25-3 

3,263-8 

n 

1894-95 to 1898-99 

... 156 

1419-5 

150-0 

36-6 

4,046*1 


1904-05 to 1908-09 

... 218 

1878-7 

216-4 

60-8 

5,549*1 

n 

1909-10 to 1913-14 

... 257 

2243-3 

243-8 

88-1 

6,406-4 


1910-11 

... 254 

2236-5 

230-8 

84-6 

6,346-7 


1913-14 

... 264 

2245-7 

260-8 

96-7 

6,620-6 


1917-18 

... 269 

2466-3 

284-0 

114-8 

6,614-3 


1918-19 

... £64 

2817-6 

290-3 

1161 

6,590-9 


-—■—’ * 

- ■ 



■ y* - » 
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Proauction cf yarn in nvlls in British India . 





Total Production Exports 




(lbs.) 

(lbs.) 

Average 1906-07 to 1910-11 

... 

608,926,375 

228,318,890 

1911-12 



590,841/67 

161,129,123 

1913-14 


... 

644,852,677 

206,740,417 

1917-18 


... 

626,800,510 

133,233,130 

1918-19 



330,530,714 

72,480,373 


Production of Woven goods. 






(lbs.) 

Average 1906-07 to^lOlO-ll 

... 

... 

.. 194,131,234 

1911-12 


... 

... 

.. 252426,207 

1913-14 


... 

... 

.. 256,406.002 

1917-18 



... 

.. 359,178,294 

1918-19 



... • 

.. 325,785,173 

Cotton Mill Production in 

Bombay Presidency. 


Millions of lbs. of yarn Millions of lbs. of woven 



spun. 

goods produced. 


1920 

1921 

1922 1920 

1921 1922 

'Bombay Island 

318 

342 

'349 195. 

186 207: 

Ahmcdabad 

74 

76 

86 80 

76 85* 

Other centres 

48 

52 

58 31 

30 35 

Total, Presidency 

440 

470 

493 303 

292 327 
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Jute 

hitItll s* 





Authorised 

Persons 



No. capital, lakhs 

Em- Looms Spindles. 


of Rs. (1,000) 

ployed. 

1,000 1,000 

1909-10 to 1913-14 

60 

1200 

208-4 

38-5 6958 

1914-15 

70 

1289*3 

238-2 

233-3 795-5 

1917-18 

76 

1428-5 

266 

40-6 834 

1918-19 

76 

1477-2 

275*5 

40 0 839-9 

Exports of Jute Manufactures . 




Gunny bags 

Gunny cloths Value in 



number in 

million yaids lakhs 



millions 



1904-05 to 1908-09 


257-8 

698 

14,42 7 

1909-10 to 1913-14 


339-1 

970 

20,24-8 

1915-16 


784.1 

1,192-3 

37,97-8 

1917-18 


758-4 

1,196*8 

42,84-3 

1918-19 


583-1 

1,103-2 

52,65-2 


Paper Mills , 1918. 





Estimated authorised Value of 

No. 

capital 

output 


9 

52-5 lakhs. 

211 lakhs. 

Paper Produced in 




Indian Mills. 




Imported 

Rs. 




Rs. 

1910=81,52,000 ... 


... 

... 

1,10,06,000 

1912=77,06,000 ... 

• ♦ft 

• M 

... 

1,3%83,030 

1913=80,37,000 ... 

• ftft 

• •• 

... 

1,59,00,000 

1914=82,12.000 ... 

• •• 


... 

1,42,00,000 

1916=1,24,85,000... 

• •• 

• ft ft 

••• 

2,28,00,030 

1917=1,87,86,COO... 

• •ft 

• ft ft 

... 

2.03,09,000 

1918=2,11,18,000... 

... 

• •• 

... 

2,76,00,000 


Woollen Mills. 



Goo<fs Produced. 



Imported. 

Rs. 




Rs. 

1910=47,20,000 ... 

... 



2,92,97,000 

1912=53,88,000 ... 


• •• 


3,84,42,000 

1913=61,66,000 ... 

••• 

• ft ft 

... 

3,34,12,000 
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1914=80,09,000 ... 

1916=1,66,59,000 

1917=2,01,10,000 

1918=2,00,15,000 

4 ~ 1 "■ 

Production of Tea. 

1895 

1900 

1905 

1910 

1915 

1917 

1918 


P. oduction of ( oal, Iron Ore and Petroleum. 




Coal 

Iron 

Peti oleum 



(Thousand 

(Thousand 

(Millions of 



tons.) 

tons.) 

gallons). 

1895 

... 

9,540 

47 

13 

1900 

... 

6,119 

63 

38 

1905 

... 

8,418 

103 

145 

1910 

. »• 

... 12,047 

55 

215 

1916 

... 

... 17,104 

390 

287 

ilia.- 

• 

... 20,702 

492 



72. Caste: —The caste organization has been alreadjr 
referred to as an institution which plays a very important part 
in the industrial and social life of the people. The social and 
the economic functions of caste-are inextricably bound together 
so that the regulation of industry is‘ ; as much its duty as the 
supervision of the conduct of members. But the economic as- 
peot of caste has always tended to-i.be distinguished from the 
purely social aspeot, and the former came to be identified more 
.and more with the guild. In the absence of the guild, however, 
the caste organization dominates the whole life of the trader 
land the artisan. The r panchayat of each caste controls the 
dealings of members with one another in [[certain defined parti¬ 
culars and disousses and decides various social and domestic 
questions and infliots punishments upon offenders. Rules of 
the oaste with regard to personal conduct are made binling 
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upon individual members, and penalties are laid down for 
breaches of regulations. The panchayats sometimes also 
seek to regulate the industrial methods pertaining to the 
occupations of the castes, and offences against the com* 
munity tending to lower its corporate character are duly con¬ 
sidered. 1 2 * * * * * * 

" So far as the organization of production is concerned, 
the members of a caste have rigidly to follow the lines laid 
down by the leaders of the community for their guidance. The 
caste was not, of course, a joint stock company and did not pro¬ 
duce wealth in a corporate oapacity or in its character as a 
social group or community. Under it, asunder the system ot\ 
craft gilds in Europe, the craftsmen were autonomous workers, 
with their journeymen and apprentices* But it had rules and^ 
established customs with regard to the details of the trade its 
members pursued, in matters of the raw material, wages, 
prices, quality of manufactures etc. and they were quietly 
submitted to beoause their infringement meant excommunica- 

t ion. The organization of caste had its obvious serious draw- 
acks as well as its advantages. 9 

1 “ The Sunara of Hushangabad have a guild panchayat on the night 
before the Dashara, when they hold a feast, and are said to take an oath that 
none of them on pain of outcasting will disclose the amount of the alloy, 
which a fellow craftsman has mixed with the precious metals. The Koshtis 
of Chanda in 1907 proscribed a certain cloth and yarn seller of the city who 
had offended some of their number and resolved to outcaste any Koshti who 
dealt with him.”—Census Report. 

2 “ There is, therefore, a plasticity a9 well as rigidity in caste. Its 
plasticity has enabled caste to adapt itself to widely separated stages of 
Bocial progress, and to incorporate the various ethnical elements which make 
the Indian poeple. Its rigidity has given strength and permanence to the 

corporate body thus formed. Hinduism is internally loosely coherent but it 
has greater power of resistance to external pressuro. Each caste is to some 
extent a trade guild, a mutual assurance society and a religious sect. As a 
trade union it insists on the proper training of the youth of its craft, re¬ 

gulates the wages of its members, deals with trade delinquents, supplies 

courts of arbitration, and promotes good fellowship by social gatherings. 

The fabrics of medieval India and the chief local industries of our own day, 

were developed under the supervision of caste or trade guilds of this sort. 

Buch guilds may still be found in many parts of India but not always with 

the same complete development. W. Hunter ; Indian Empire. 

21 



162 


INDIAN ECONOMICS. 


The same causes that wrought the disorganization and 
'decay of the oraft guilds in England are in operation in 
Hindis to-day, and a readjustment of eoonomio and social 
foroes is steadily but surely going on. But trade unions and 
other organizations have not yet taken the place of the old 
institution, and things are, for the time being, in a flux. Manu¬ 
facturers and merchants have their organizations designed to 
safeguard and promote their common interests, but artisans and 
workmen are disorganised and helpless where the hold of the 
castes has loosened, as it is loosening on every hand. 


f India appears to have had village panohayats as dis¬ 
tinguished from caste panohayats and corresponding to the 
merohant guilds of medieval Europe. The funotion of these 
bodies consisted in deciding on all sooial, religious, economic 
and administrative questions affecting the village as a whole. 
Most of these organizations whose lineaments oan be dearly 
ssen in inscriptions of the middle ages found in southern India 
and whose share in public life was a-remarkable feature of the 
administration of the country, have now disappeared and we 
have survivals of only a few of them in certain parts of the 
oountry. But the vitality of the caste panohayats is greater ; 
and the less advanoed a community the stronger is the hold of 
v that authority on its members. There is but a slight analogy 
ibetween the Indian caste and the English craft guild. 1 2 In the 
(former, sooial and religious functions predominate and in the 
atter it is the regulation of industry which characterises 
ihe organization. 


73* Ancient Indian Guilds,— -The oraft and merchant 
guilds of India have a long history and traoes of them have been 
discovered even in the Vedas which take] us to a time two 
thousand years before the Christian era. From Budhistic litera¬ 
ture 1 we find that various crafts were organised in guilds with 
their counoils and executive officers; and as many as eighteen 
of these are mentioned. Hindu literature abounds in references 
to gilds, their consititution, rules and functions, and no donbft 
is left about the fact that they occupied an important place in 
the sooial economy and that they were in a flourshing condition- 


1 Sir Herbert Risley •• The People of India, page 159. 

2 Rhys David* : Budhiit India. 
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fyrhe head (shreshthi) of the guild (Shreni or Sangha or Gana) was 
a man of high social status and was held in great esteem by the 
king as well as by the people. In the time' of the Budhist 
'Jatakas, arts and crafts had already become hereditary. They 
had likewise become localised, and streets in towns, and in 
many oases whole villages were inhabited by one olass of 
artisans. 1 

Kautilya’s Arthashastra and the Dharmashastras of Manu, 
Gautama, Narada &c. show a further development of the guilds, 
those of merchants and artisans, and we find 'cultivators, 
traders, herdsmen, money-lenders and artisans’ authorised to 
'lay down rules for their respective classes. The king is enjoin- 
ied to give his decisions in oases of dispute, according to the 
rules of the guilds which are recognized. Manu 2 and other law¬ 
givers speak of the laws of castes, villages and guilds, thus 
showing that guild organizations were coming to be distinguish¬ 
ed from castes and were even developing their own customs 
regarding the production and disposal of wealth. The guilds 
held property in their corporate capaoity and also as trustees. 
Inscriptions found in the different parts of the country and 
belonging to early centuries of the Christian era leave no doubt 
about the position of artisans’ and traders! guilds which served 
as bankers and trustees. The guilds had regular rules about 
apprentices, and castes does not appear to have been a rigid 
bar to the admission of pupils to different trades. The restric¬ 
tive influence of oaste became stronger with the lapse of time, 
and that institution has continued its hold on Hindu society 
while the guilds have deoayed and disappeared except in a few 
parts of the country. 

74. Guilds and Castes The English oraft guild was 
Extremely exclusive and exercised a very rigorous control over 
hembership, apprenticeship and the general practice of its 
artioular craft. But it is not to be supposed that it had no 

1 R. C. Majumdar : Corporate Life in Ancient India ; Hopkins : India* 
Old and New. 

2 Manava Dbarmasliastra, VIII, 41; Yadnayalkya, 1,361. 

*pft**r II —Manu. 
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religious and social side of its own, 1 2 and herein we trace a. 
similarity_between it and the lndian caste, though the English 
guild never made its occupation hereditary! TEaFa person must 
be born in a oaste to be entitled to be its member, is a peculiarity 
of the Indian oaste. And even in India we see instances of ab¬ 
sorption of castes and the creation of new ones or of sub-castes. 

The idea of the inherent social superiority and inferiority 
of certain occupations and olasses and of the inheritable char¬ 
acter of the qualities and functions of these classes did not 
strike root in the European soil while in India the distinction of 
Varnas based upon qualities and actions alone, faded from the 
popular mind, and social divisions steadily multiplied as they 
beoame more and more rigid. Some castes do correspond to 
crafts, but in the case of several there is no suoh indentity. * 
A caste is divided into a number of Bubcastes dearly marked 
off from one another and the latter are distinguished by the 
peculiar economic functions which they perform. The eoono- 
mio cleavage here is as wide as the social. Artisans’ guilds are 
numerous even at this date in Gujarat and Kathiawad and their 
number in a town ranges between 30 and 150. The Mahajan is a 
guild of bankers, traders, brokers &c. while the Panchisaguild 
of artisans. Ahmedabad is to-day the centre of the guild system 
which extends into Rajputana. Elsewhere the guilds disappeared 
long ago and even in Gujarat, their power is fast declining. 3 

1 “ The religious side of the guilds has not so far come into much 
prominence, but most of them had this side to their activities, and indeed 
with some, religious and social duties had formed the nucleus round which 
the other powers had gathered. Pageants and processions on certain saints’ 
days and formal attendance at worship, were part of most medieval associa¬ 
tions and more common still wore alms and charities and prayers and masses- 
for the souls of dead brethren.”—Townsend Warner : Landmarks in English 
Industrial History. 

2 “ The same caste may embrace several crafts, and as a rule, 
Mahammadans and Hindus engage in the same trade, each working for his 
own community. Sometimes they take recognizable sections of a craft and 
work separately. At other times they may be found in the same workshop 
and Hindus now often employ Mahammadan craftsmen whereas formerly 
the Hindus were .the labourers and the Mahammadans the employers.”— 
Imperial Gazetteer of India, Vol. III. 

3 For an interesting account of j,Indian guilds seel Hopkins’ India, Old; 
and New, 176. 



GUILDS AND CA^TBS. 


165 


The economic functions of castes have steadily receded 
into the background and it will be more and more open to their 
members to take to any trade they may find suitable. To* 
day, caste and oooupation are no longer convertible terms, and 
a trade is found followed by people of different castes; and as 
regards non-Hindus, these sooial restrictions are non-existent 
among them, though religious and social prejudices impose 
certain limitations even in their case. Thus weavers are found 
among different oastes and creeds, and in the Punjab, “in the 
eastern districts the JulahaB constitute a real caste, but further 
westwards distinctions of race tend to disappear. Ehokhars and 
Pathans, Mirasis and Rajputs, and even needy Sayyads are 
found flying the weaver’s shuttle for their livelihood in Jhang 
and Multan.” 1 Changing popular tastes, competition of foreign 
and indigenous machine-made goods, the increasing use of 
machinery and improved tools and the growth of individual 
liberty, have disorganised and will tend more and more to dis¬ 
solve this industrial organization based upon the principle of 
caste. Before the advent of machinery and the spread of 
general and technical education as also the ohanges which 
rapidly took place as a oonsequenoe, in social usages and 
ideas, had obliterated the distinctions among the different 
classes of work and of workers, even in a country like England, 
as Mill observes, the barriers which separated one industry from 
another were almost insuperable. * 

A similar process is clearly visible in India and enterprising 
men are rising to a higher status in economio organiza¬ 
tion independently fof all sooial distinctions. Not only will 
Brahmins become mechanics, foremen, carpenters, tailors, 
contractors and engineers, but people of the socially lower] 
classes also are being enabled to organize industries and com¬ 
mand labour and thus to override the limitations set by caste* 


1 Latiffi : ‘ The Industrial Punjab.’ 

2 44 So complete, indeed, has hitherto been the separation, so strongly 
marked the line of demarcation, between the different grades of labourers, 
as to be almost equivalent to an hereditary [distinction of .caste ; each em¬ 
ployment being chiefly recruited from the children of .those already employed 
in it or in employments of the same rank with it in social estimation car from 
the children of persons who, if originally of a lower rank, have succeeded in 
raising themselves by their exertions.”—Principles. 
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The movement is, therefore, perpendicular and likewise hori¬ 
zontal. The advantages incidental to caste and guild organiza¬ 
tion are no longer serviceable to persons who aspire to rise in 
the social scale or to improve their economic condition^ 
The regulations and restrictions of caste are, therefore, found 
to be impediments rather than helps and individualistic tenden¬ 
cies notioeable among members of oastes will prove destructive 
to those organizations. There are some thinkers in the West 
who believe that the guild idea deserves to be revived at this 
moment when the confliot between employers and operatives 
has become very bitter on acoount of the control of industry 
having passed out of the hands of the expert workers into 
those of a narrow class of capitalists. They wish to revert to 
the spirit of the old guild, to times when man was “ mainly 
a craftsman and a demoorat who had not wasted many hours on 
polititians and governors." 1 

75. Panning, —The organization of production in India 
has to be studied in different aspects whioh simultaneously 
present themselves to the view and range between a poor 
peasant’s simple cultivation of a patch of land or the occasional 
land tillage, combined with other primitive occupations, of the 
backward races that inhabit the hills and the jungles, on the 
one side, and on the other, the manufacture of the finest 
Articles in a factory of the most modern type by up-to-date 
methods and on an enormous scale. ^(Sxcept in the oase of a 
few big land holdings, agriculture is, for the most part, in 
the hands of small men. Farming on a large scale is quite 
exceptional in India. "In the rayatwari areas of Madras, for 
example, the average size of a holding does not exceed eight 
cultivated acres while in the more thickly populated areas of 
Bihar, under the Zamindarl system, the tenant holding averages 
less than half an acre. ” The organization of the agricultural 
industry, the basis of the country’s economic prosperity, i» 
olosely bound up with the different systems of land tenure that 
prevail in the provinces^ Economists have discussed the com¬ 
parative merits of the systems of land holding such as peasant 
proprietorship and tenanoy and based their preference for one 
form or another on the consideration of the efficient organiza- 


1 G. R. Sterling TaylorJ; The Guild State. 
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tion of production and also the resultant well-being. In 
[Northern India generally, where the landlord olass predomi- 
i nates, land is actually cultivated by small tenants in whose 
lhands farming oannot be very productive. In southern India, 
holders of one to five aores of land predominate. 

A few intelligent and enterprising landlords are indeed found f 
taking a keen interest in their business, organizing their farming/ 
along systematic and soientifio lines; and sugarcane ouitivation 
and fruit gardening, for instance, have proved encouragingly 
remunerative. Agricultural associations and co-operative socie¬ 
ties may be ezpeoted to do something for the small cultivator 
by teaching him and helping him in other ways to make his 
farming more profitable. He may borrow capital or purohase 
seed from his sooiety and carry out improvements suggested to/ 
him by demonstrations given by the officers of the Agricultural 
Departments. Farming has to be taken up as a business 
and must be an eoonomic proposition, the farmer organizing 
production in an intelligent and efficient manner. The pro¬ 
ductivity of the soil in India has to be increased by liberal 
application of capital and labour, and the cultivator must have 
the enterprise and the necessary means at his disposal to do 
this. The peasant proprietor or the tenant in India is, as 
rule, too poor and ignorant 1 to carry on his industry with] 
sufficient profit to himself and to the oountry. Spread of edu 
oation and improvement of credit may be ezpeoted to chang< 
these conditions and to lead to a better organization of agri 
culture and with it of dairy farming, oattle breeding and othe 

1 “ In England the farmer is generally a person of some education and 
substance, farming large acres and capable of applying the results of bis 
reading. The great mass of the agriculturists of India are small holders and 
the standard of education mong them is, as at rule, low. There are no 
agricultural papers to bring to their notice new manures or new machinery, 
in most cases they would not have the money to purchase them, nor the 
science and knowledge to make much use of them when they had got them. 

I am well aware that in every province in India there are not a few highly 
educated and intelligent landlords and farmers ; but as a rule the cultivator 
of India is a small holder. This, obviously, complicates the problem. Finally* 
the idea of seedsmen as we know them in England, with our Suttons and 
Garters, is practically unknown. Till a few years ago, the village Bania 
added this to his various lines of activity.”—Mr. Mackenna : Paper read 
before Royal Society of Arts. 
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allied industries. Intelligent landlords must take genuine in¬ 
terest in the improvement of agriculture and the industries 
subsidiary to it and set an example to others. 

76. Subdivision of Land d ifficulty in 

% gajuat impwwmon^d that the bulk of the agricultural 
holdings, in Jamindari as well as Rayatwari areas, are not 
economio holdings. Mr. Eeatinge defines an economio holding 
|as one ‘^hich allows a man a chance of producing sufficient 
ito support himself and his family in reasonable comfort after 
paying his neoessary expenses. In the Decoan an ideal eoono- 
jmio holding would consist of ( say ) forty or fifty acres of fair 
hand in one block with at least one good irrigation well and 
/a house situated on the holding^} The desirable area would 
(vary greatly in different parts according to oiroumstances.” 1 
'The average holding is very small, often split up into several 
{plots situated at a distance from one another, and consequently 
’it is absolutely uneconomic from the point of view of the 
'cultivator and involves wasteful farming from the point of 
'view of productivity. The oultivator with such a holding 
cannot be expected to develop or improve his property and 
must live in depressing oiroumstances. He must eke out a 
living by taking to other occupations and working as a wage- 
earner either in his own village or elsewhere to supplement 
his income. 1 Agriculture proves wasteful under these circum¬ 
stances and the community is not able to make the most of its 
natural advantages. ^Growth of population and continued 
partitions of landed poperty have resulted in minute subdivi¬ 
sions and dispersion of lands and the effects of this tendency 

1 Rural Economy in the Bombay Deccan. 

2 In moving a resolution in the Bombay Legislative Council, recommend¬ 
ing the adoption of measures to prevent the extreme sub-division of land 
which is going on apace, the Ilon’ble Dewan Bahadur Godbole described 
several cases of lands where partition had become absurdly minute. He 
said :—“ In the Eanara district, there is a compact piece of land measuring 
52 acres and 1 gunta in extent. This land is divided at present into 40 
separate survey numbors 14 of which are less than one aorc in extent. The 
survey numbers are subdivided further and the whole of the 52 acTes and 1 
gunta are at present held by 139 occupants. Three of these holdings are of 
1 gunta each. I might tell the Council that the Council chamber in which 
we have met to-day measures li guntas. This will give the Hon’ble member* 
some idea of what a holding of One gunta means.” 
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upon the community are cumulative. ^Lands are not only split 
into small fragments, but these latter, though belonging to the 
same persons, are scattered in distant plaoes so that their culti¬ 
vation becomes difficult and is indifferently done. The evil 
of fragmentation is not peculiar to one province or another or 
to the Jamindari or therayatwari tenure. It is almost universal. 
In one village in the Punjab, for instance, it is found fchafc/|J$4< 
owners own 2,353 acres of land in 16,311 fields, the average ^be¬ 
ing one-seventh of an acreTNln Jullunder district, owing to 
successive partitions of hdfaings, shares in wells have also 
been divided so that a man may own an one-sixteenth of 
one well and one-eighth of another and so on. 

Laws have been made in certain countries rendering pos¬ 
sible the creation of impartible holdings of a particular size. 2 
I ncrease pf IMMMll&tiftn and growing dependence on the agri¬ 
cultural industry are as much responsible tor the evil of the 
extreme fragmentation of land as Hindu and Mahomedan laws 

8 A ron S attachment of the people to their 
an<3estra ^ holdings. Spread of education, change of public 
feeling and a suitable modification of the existing laws of 

1 ii It ia evident from this that in the last sixty or -seventy years the 

character of the land holdings has altogether changed. In the pre-Bvitisli 
days and in the early days of British rule, the holdings were usually of a 
fair size, m )8t frequently more than nine or ten acres while individual 
►holdings of less than two acres were hardly known. Now, the number of 
holdings is more than doubled and eighty-one per cent, of these holdings are 
under ten acres in size, while no less than sixty per cent, are less than five 
acres ”—Land and Labour in a Deccan Village, page 46. * 

2 Read in this connection the interesting report of a committee appoint¬ 
ed by the Government of H. H. the Maharaja of Baroda to make proposals 
•on the consolidation of small and scattered holdings in the state. The report 
states that (1) land lias already been minutely sub-divided, (2) preventive 
measures must be taken and the present limit of subdivision must be raised, 
{3) the growing subdivisions are mainly due to the operation of Hindu and 
other laws of inheritance, and (4) subdivisions have made agriculture un¬ 
economic and wasteful by involving waste of labour and cattle power, and 
of land in hedges and boundary marks and by making it impossible to dig 
wells and use labour-saving implements. The committee recommends that 
^the minimum dimensions of an economic holding may be fixed and also that 
*a permissive Act may be passed to effect consolidation of existing small and 
scattered holdings. 

Z% 
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i nheritance, are pointed out as remedies. 1 But they are nofr 
ikely to be efficaoious unless new industrial avenues are 
pened to the people and they find oongenial work in other 
fields. The creation of impartible holdings will require a- 
radical change in publio opinion and voluntary effort rather 
than legislative ooeroion will have to be depended on for a lon£\ 
time to come. In the meanwhile, consolidation of scattered 
holdings with the consent of the owners may be tried with a 
fair prospect of success. The influence of co-operation is 
being brought to bear upon the solution of this problem, andj 
69 co-operative consolidation of holdings societies were regis¬ 
tered in the Punjab up to the end of September, 1921. The 
»xperiment will be watched with keen interest and deserves tof 
i >e tried elsewhere. For an enterprising man to take to farm¬ 
ing, a sufficiently large plot of land provided with water facili¬ 
ties and a decent amount of oapital, will be ordinarily needed. 
And fortified with these, there is no reason why a few of our 
more enterprising cultivators and even some of our agricul¬ 
tural graduates should not become suooessful farmers. 

77. Urban and Rural Industries: —Small industries-' 
will be similary remunerative if the workers have the neoessary 
training, can command oapital and oan keep themselves inj 
touch with the latest improvements in processes. Indigenous 
Industries, wherever they exist, must be improved by the-, 
promotion of the efficiency of those engaged in them. In the 
competition of cheap foreign manufactures, local indutries 
are bound to go under. Cloth, hardware, cutlery, paper, pottery, 
glass, oils, domestic utensils and a host of other articles turned 
•ut in modern factories must displaoe corresponding goods of 
indigenous make. But properly organized and encouraged, the 
indigenous home industries may hold their own against im¬ 
ported articles. There are scattered all over the country^ 
skilled workers who oan turn out artioles of any pattern. Locks.I 

1 The exhausting nature of agriculture, the rapid growth of population 
and the minute subdivision of land wero three important facts which arrested 
the attention of Mr. Caird, a member of the Famine Commission of 1880. 
Talking with the Co-Regent of Hyderabad on the question of the evil of the 
subdivision of land, ho elicited the following significant remark :— u It is 
the custom of the people to subdivide among the sons of the family, and 
who can interfere with that ?”—“ India, the Land and the People.” 
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knives, nutcrackers, silver ware, brass and copper utensil fy. 
toys and leather goods, all of a high quality and finish, ara • 
made, and the Swadeshi movement has given some encourage¬ 
ment to these industries. 

^5Q^atjs < rejuired in their case is not only patriotic patro¬ 
nage on the part of -the people but better organizat ion of 
production and sale, . Though the railways have shortened 
distances, and brought even our villages in contact with foreign 
factories, indigenous industries still possess considerable 
a S*™htege oyaz-tham by. reason of proximity of m arkets and of 
chgaaaags. As regards enterprises on a larger scafei'~youhg“ 
men who receive their training abroad, find it difficult to enlist 
the support of capitalists and cannot straight off start new 
industries. They do not also possess business capacity though 
they may have expert knowledge ( which may not suit Indian 
conditions). Capitalists care more for seoure incomes, fat 
dividends and high rates of interest and are unwilling to risk 
their money on new ventures. But this happy association of 
enterprise and training with capital, will be more in evidence 
^s years pass by. Care is now being taken to see that the students 
who go out to foreign countries to learn should have reoeived. 
Uoma acquaintance with industries in this country and should be 
tin a position to profit by training obtained in foreign institutions 
land factories. 

In the meanwhile, experienced business men in oommand’ 
of capital, are found to be able to float Dew industrial concerns* 
The experience gained in the existing factories will prov» 
useful in the work of starting new ones. But this organization, 
must be preceded by experimentation and researoh work. ThR 
possibilities of the raw materials to be found in abundance in 
the oountry, must first be proved, and a new industrial soheim 
must be an undisputed business proposition. The State will 
have muoh to do to create oongenial surroundings and give • 
direct and indireot assistance to industrial development. 1 The 
appointment of experts is suggested for this purpose to Govern¬ 
ment and Directors of Industries have been already so appoint? 
ed in the provinces. The danger to be guarded against lies* 
in speculation and hasty oompany promotion which may bring 


1 See the Indian Sugar Committee's Report in this connection. 
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on a crisis at any time and cause a setbaok to industrial 
development. The history of several joint stock companies 
started during the industrial boom of fifteen years ago and of 
the past five years, is full of valuable lessons to organizers of 
new industries and particularly to investors of capital. 

78. The Future We cannot prooeed without advert¬ 
ing here to the question whioh is raised by the oft-repeated 

t tatement that India is and must long continue to be a country 
which agriculture will be the predominant industry. If this 
statement simply means that there is infinite soope for the 
Improvement of the agricultural industry in this country and 
;hat it will be many years before it will have established in it 
nanufaotures of the magnitude of those of Japan or England, 
'or instance, there is nothing in the observation to whioh 
■ exception may be reasonably taken. But what is resented as 
unwarranted, is the insinuation that India must be satisfied 
with agriculture because her sons are incapable of starting and 
managing large manufactures and the idea that in the world’s 
geographical division of labour, agriculture has been assigned 
to her as her peculiar provinoe, manufactures having been 
successfully taken up by western nations. 

Agriculture is a noble industry and profitable one too, and 
every nation is trying to improve and encourage it. The 
productivity of the soil in this country is very low and may be 
appreciably increased. Improved farming will materially add 
to the national inoome and the efforts that are being made by 
Government in the matter of demonstrating the utility of 
improved methods and implements and of supplying seed of 
pure and superior quality for the cultivation of ootton, wheat, 
sugar-oane and other crops, are efforts in the right direction. 1 
JBut to reduce India to the condition of a nation of cultivators, 
{would be to retard the progress of the people in all directions. 


1 See Report of the Indian Cotton Committee. 


THE FUTURE. 


17$ 


The existence of diverse industries, particularly those that 
call for the exeroise of high intellectual and moral qualities,, 
is essential for the healthy development of the people. 

It is a mistake to suppose that India has ever been a purely) 
agricultural country, 'at had, in the past, a splendid combina¬ 
tion of agriculture and manufactures, and its wealth was the 
result of the profitable exchange between the country and the 
| town A And the example of Japan is there to show how manu¬ 
factures can be developed in a backward Asiatic oountry if\ 
judioious measures are taken to foster the growth of in-\ 
dustries. Germany also evolved her industrial prosperity out' 
of conditions which were hardly more favourable than those 
prevailing in India. Even England was a predominantly 
agricultural oountry till the end of the eighteenth century. | 
“ In 1770 England was still mainly an agricultural country, and 
Arthur Young estimates that the income of the agricultural 
portion of the nation was larger than that of all the rest of 
the community.” 3 

What is, therefore, wanted is the industrial resurrection of 
India. The ruralization of the country has gone to such a- 
length, that the industrial achievements of the people, their 
talent, and their natural and acquired aptitude have been for¬ 
gotten. The industrial and commercial glory of India appears^ 
to have passed into a myth, and an account of the old indigen¬ 
ous industries and arts will read like a fairy tale. The history- 

1 u I do not agree that India is an agricultural country ; India is as- 
much a manufacturing country as an agricultural ; and he who would seek: 
to reduce her to the position of an agricultural country seeks to lower her it* 
the scale of civilization. I do not suppose that India is to become the 
agricultural farm of England ; she is a manufacturing country, her manu¬ 
factures of various description have existed for ages, and have never been 
able to be competed with by any nation whenever fair play has been giver* 

1 to them. I speak not now of her Dacca muslins and her Cashmeer s hawls , 
but of various articles which she has manufactured in a manner superior to 
any part of the world. To reduce her now to an agricultural country would 
be an injustice to India.”—Mr. Montgomery Martin : Quoted in u India ia. 
the Victorian Age ” by Mr. R. C. Dutt. 

2 Gibbins : Industrial History of England. 
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of Indian shipping and ship-building, to take one example 
would show what great progress 1 had been made by the Indian, 
people in industrial development. The inherent industrial ca¬ 
pacity of the Indian people is undoubted and the latent possi¬ 
bilities of the country are acknowledged on all hands. With 
{systematic organization and patient and zealous enoouragement, 
a variety of industries will rise in India, making her people . 
progressive and prosperous. 

79. 21 Collective view. —Having explained the nature 
and the working of the different agents of production in relation 
to the conditions prevalent in India, it will be instructive now 
to present a collective view of the whole subject so as to convey 
to the reader a correct idea of the strong and the weak points 
of the situation and its possibilities. The organization of pro¬ 
duction must obviously be so designed as to make the factors 
yield the highest possible results, that is to say, the maximum 
of efficiency. These things are but rarely arranged by discus¬ 
sion and agreement and are the effect of the spontaneous acts 
of indivduals and groups goaded by definite motives. But when 
injustice and disadvantage become conspicuous, the neoeasary 
adjustment is and has to be attempted. It must not, however, 
be forgotten that as wealth is only a means to an end, viz, 
attainment of welfare and happiness, the organization of its 
production must not be allowed to have a degrading and 
demoralizing effect upon any class of the community. It is 
true that what is physically devitalizing and morally debasing 
is, in the long run, economically unsound and undesirable. 
But in the course of economio evolution, with the reaotion 

1 “ In ancient times the Indians excelled in the ait of constructing 
vessels, and the present Hindus can in this respect still offer models to 
Europe—so much so that the English, attentive to every thing which relates 
to naval architecture, have borrowed from the Hindus .many improvements 

which they have adapted with success to their own shipping.The Indian 

vessels unite elegance and utility, and are models of patience and fine work¬ 
manship.”—A French writer quoted by Radhakumud Mukerjee in his History 
of fiidian Shining and Maritime Activity . 

The questiou of maintaining an Indian naval force for the defence of 
this country in particular and of the Empire in general, now looms large on 
the horizon. Here is an opportunity before the State to revive the shipping 
industry in this country. The revival will be an economic as well as a 
political boon. 
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'upon it of political and sooial changes, sooiety rashes into forms 
of industrial organization which are ultimately found to be 
detrimental to the well-being of the people as a whole, and 
efforts have to be made to minimize evils and bring about 
suitable reforms. Slavery, absentee landlordism, usury, over¬ 
worked and under-paid faotory labour, profiteering, employ¬ 
ment of women and children in factories for long hourB, the 
untouchability of large masses in India are instances in point. 

The desire to satisfy wants with less trouble and with a 
greater balanoe of adavantage seems to be innate in human 
nature, and in it lies the secret of man’s progress in civilization. 
In the technique of production and in his dealings with the 
other members of his group, man goes on evolving new methods, 
relations and practices, which give rise to stages of industrial 
growth. Natural environments materially affect this 
development, and the efforts to overcome difficulties 
encountered in the satisfaction of wants, give different shapes 
to the organization of industry and society. “ TheR 
stratification of the people of a country depends chiefly upon 
its forms and divisions of labour. Social life, in that way, is 
a creation of the industrial system”. 1 This industrial 
Revolution can be easily traced in India, as the remnants of the 
ptages of growth of the early times are to be seen even to-day 
side by side with modern revolutionary changes going forward. 
The economic changes are rarely sudden or universal, but at 
each epoch, certain methods and forms of social structure 
predominate. From the self-sufficient family whose members, 
among them, produoed almost everything they needed, to a sooial 
arrangement in which occupations beoame specialized and here¬ 
ditary in castes, the transition marked a notable advanoe in 
eoonomio evolution. It meant the establishment of the village 
community, with its division of labour clearly defined and uni¬ 
versally reoognized and with its co-operation among the families 
of cultivators, traders, artisans, craftsmen and servants. The 
'Organization has not been “ the foreseen and desired result 
of the action of some great man or men forcing their will 
upon the working and trading population. It was the result of 
■the efforts of eaoh man to do his best for himself and those who 


1 D, II. Macgregor; Evolution of Industry. 
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depended upon him.” 1 2 The origin and the nature of the Hind» 
economic organization are not an exception to this general 
statement though the hereditary character of the Varnas and 
the castes restricted individual liberty of action to a much great¬ 
er extent here than in the West. The precept of the Bhagvad* 
gita about the functions of the Varnas is usually taken as a 
divine dispensation of social arrangements which the Dharma- 
Shastras regard as saorosanct but it is ethioal rather than eco¬ 
nomic in its import.* The tendency to look upon an ancient 
social structure as divine, can be easily aooounted for if the 
circumstances of the time are carefully considered. 

This economic phase is, in many respects, not unlike the 
position in England just before the era of the Industrial Revo¬ 
lution, and we are now in India, on the eve of radical 
changes similar to those witnessed in that country in the be¬ 
ginning of the nineteenth century. There was a perfect co-or¬ 
dination, under that system, of economio functions in rural 
areas and also an exchange between the towns and the villages, 
though the latter were much more isolated than they are now. 
Urban industries and trade were well developed, and arts and 
crafts flourished under the patronage of royalty, the nobi¬ 
lity and the gentry. Indian home manfactures, like the British, 
ones before the Industrial Revolution, “ although greatly 
developed, were still largely conducted upon the domestic 
system, and the small capitalist-artisan was a conspicuous 
feature of that time, just as the large mill-owner or iron master 
is of our own to-day. Manufactures were carried on by a 
number of small master-manufacturers, who gave out work to 
be done in the homes of the employees; and who often combined 
agricultural with manufacturing puruits. But nevertheless there 
were signs of the approach of modern capitalist methods, of 
production on a large scale." 3 The old organization is now 
breaking down under the pressure of modern influences, easy 
transport, use of machinery and power, foreign competition. 
&o., and the country is confronted with the problem of proper 
adjustment. 

1 G. W. Gough : Wealth and Work. 

2 See Tilak’a Gita Rahasya, particularly a discussion of Bhagvadgita, 
III, 35. 

3 Gibbins : Industrial History of England. 
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80. The eharkha Movement:— The evils of the factory 
system have become so patent in the west that earnest endeav¬ 
ours are being made to “ deurbanize ” the industries of the 
country and to restore to villages the simplicity, the charm 
and the healthinese of the olden times. The advocates of a 
rural revival in England make it quite dear that they are not 
opposed to industry, manufacture or trade. "We are not out 
against machinery”, they point out, “but are out against that 
attitude of mind which has turned all those essentials of real 
healthy life, the necessities of national production, into in¬ 
struments of human degradation.” We are out to remedy a 
state of things, they proceed to say which denies to the mass 
of workers “any opportunity of industrial initiative, any scope 
for the exeroise of the creative birthright which distinguishes 
the free worker from the slave”. The case of the Indian village 
and workman is not yet so hopeless as that of his prototype in 
certain western countries, and it is, therefore, urged that steps 
should be taken to save our countryside from the disaster of 
the factory regime before *it is too late. We here take the 
'Charkha’ as a representative of rural crafts and life and the 
Indian movement in favour of its revival as intended to impart 
physioal, economic and moral health to the people of India. 


For our present purpose it will be desirable to fix attention 
mainly on the purely economic aspect of the Charkha move¬ 
ment, and it will have an important bearing on the political, 
the ethical, the social and the other aspects. Students must 
carefully consider the objeot or objects of the movement, its 
means and measures and their operation and expected actual 
effects upon the people in order to be able toform a just estimate 
in the matter. A resolution of the special Calcutta National^ 
Congress spoke of hand-spinning and hand-weaving and the 
wearing of khadder as measures of discipline and self-sacrifice 
for every man, woman and ohild. The Nagpur Congress 
passed a resolution in favour of making India economically 
Independent and oalling upon merchants to “carry out a gradual 
boycott of foreign trade relations". Economic independence 
bas been made a condition precedent to the establishment of 
Swarajya, and as one necessary for its continuance. To make 
aaoh village self-sufficient is likewise an ideal that is preached 
in this connection.’ It will be seen that a number of large, oom- 
23 
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plez and difficult questions are here presented to the mind and 
it is necessary to seleot for dieoussion o ne of the most importa nt 
arguments urg ed in support of tha-apinning..«he»l--a«d hftnd-- 
1 oom .vikIShat*4a« 'm aptaad is designed to create supplementary 
\ industries for the cottages of the poor and starving cultivators 
1 who have to rot in unemployment during a large part of the 
\ year when agricultural operations are impossible and no other 
; work is available. 

Now, hand-spinning has been, for centuries, a home industry 
carried on by women all the world over. The spinning wheel 
and the spindle have been plied by them in their homes, and 
the woollen and the ootton yarn produced has been sold in the 
local market for the use of the professional weavers to be con¬ 
verted into blankets, dhoties and sarees- The cloth turned out 
from the home-spun yarn was in universal use in the country. 
Middlemen would collect the yarn or buy it in the town markets 
and supply weavers with the raw material; or the yarn would be 
directly taken to the weaver to be turned into cloth. This form 
of domestio industry still persists very generally with respect to 
woollen blankets in rural areas. In villages at a distance from 
the railways and the highways the same system persists with 
reference to cotton also. But the rough yarn produced in the 
indigenous mills has largely superceded the hand-spun material 
• in the oountry, and the middlemen and the weavers prefer the 
former stuff as being cheaper, finer, more suitable and easier to 
handle. Handloom-weaving still holds its own whereas hand 
spinning has gone under in the competition of machinery as 
there is sufficient demand for its products though the number 
of handlooms plying in the differennt districts has steadily 
deolined. 1 

j Handloom-weaving has been a specialized craft, giving full 
employment to the workers throughout the year though the 
Salles and the Koshties have been partly agriculturists also, 
t But han^-fT , ' n " tn r has never been suoh a craft—it has ever 
| been a subsidiary oooupation for women. It has been given 
jup because it no longer pays and can not compete with gins. 


1 Government reports on the revision settlements of land revenue m 
taluka after taluka tell the same tale of the diminishing number of looms. 




170 


LIMITATIONS AMD POSSIBILITIES. 

presses and mills. It is proposed to revive hand-spinning as a 
oottage industry for men as well as women in order to provide 
them with work, and consequently, with sufficient food and 
clothing and likewise to preserve rural industrial organization 
from being destroyed by the invasion of modern machinery. 
Success in this effort at the rehabilitation of the Charkba in 
rural homes, will depend upon the success with which (1) men 
as well as women may be induced to ply the spinning wheel as 
a regular supplementary occupation, (2) a sufficient number of 
weavers may be found to use hand-spun yarn on their looms 
and (3) popular taste may be regulated and controlled in favour 
of using hand-woven Khaddar made of hand-spun yarn in 
preference to other cloth. Economic forces must obviously \ 
assert themselves here in the long run unless there is a com- < 
plete aesthetioal and moral revolution, and are bound to set A 
limits to the permanent progress of the Charkha movement. 

81. Limitations and Possibilities Whatever other 
causes may be responsible for the disappearance of the Chark ha 
from the cottages of the rural population, the adventof^aSEcn 
much in ary in our midst, is one of the most potent. It has been 
displaced by the spindle in the faotory by the same prooess by 
which the stool and the iron-roller in the oottage have been 
replaoed by the ginning machine, the oopyst’s reed by the 
fountain pen and the power-driven printing machine, the stone 
hand grinding mill by the steam flour mill, the tailor’s needle 
by the sewing machine, the bullook cart by the railway and the 
automobile, the leather water lift by the suction pump and the 
wooden plough by the iron plough. We have adopted and are 
fast adopting more economical and efficient methods of producr 
tion and transport, and familiarity is taking off the edge of 
novelty and creating a demand for a more extended use of 
machinery and improved tools. You can make water run up-hill 
more easily than expect human nature as it is and as it pro¬ 
mises long to remain, to resist the use of things whioh are 
more economical, convenient and pleasurable. True, the 
adoption of improvements like those mentioned above, has 
thrown thousands of artisans and craftsmen out of employment, 
but it has also opened innumerable new avenues of employ-r 
ment for the people, at the same time. The railways probably 
^give employment to more workmen than they have displaoed. 
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I The real problem is, therefore, one of readjustment and suitable* 
Jand healthy adaptation. 1 

- The Charkha, preferably in an improved form, can be* 
established with benefit among the homes of villages whioh, 
have not been penetrated by railways and machinery and among- 
elasses socially too low and otherwise too helpless to do any 
other work. The output of the Charkha will there supplement 
the small earnings of the poor labourer and oultivator, and' 
more weavers than now may ply a profitable trade in those- 
conditions. Wool is spun and woollen yarn is woven in this 
way in numerous villages at the present moment, and the- 
industry has a place cut out for itself. Work on the Charkha 
will also give employment as famine and charitable relief. It 
fsadmittedly a home occupation peculiarly suited to the life 
Emd the capaoity of rural women and can be revived only in 
Jfchat forrn^ Nothing is gained by indulging in exaggerations 
in such matters, and if the permanent and substantial good 
of the poorer classes in the country is to be achieved, it is best 
squarely to face realities. For this purpose let us make a few 
assumptions. Suppose the 150 crores of yards of cotton piece 
goods whioh were, on the average of the seven years, 1914-1920,. 
annually imported into the country, were completely boycotted. 
Suppose we found a sufficiently large number of women and 
men to spin yarn and craftsmen to weave it. Suppose all the 
foreign cloth were replaced by hand-woven cloth made of hand* 
spun yarn. Its value at pre-war prioes was about Rs. 27 
crores, and, let us assume it will be Rs. 55 crores in the near 
future. Of course, if the assumed boycott took immediate- 
and full effeot, the value of the above cloth would soar to any 
heights and may go up from 55 to 100 crores. In that oase- 
the gain of the poor olasses as producers will be more than 
offset by their loss as consumers. Out of the 55 crores,. 
will have to be deducted the value of the raw cotton whioh 
will be spun on the Charkhas into yarn and let us put it at 10' 
crores. The balance of 45 crores, if distributed] among the 83- 
crores of the whole population, will make an addition of Rs. 1 
annas 6 to the annual income of the people per head and will 
be less than 2 Rs. if divided among the rural population. The- 

1 See the Author’s article on this subject in the Journal of the Indian 
Economic Society for June, 1921. 
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Assumptions we have made and the results we have calculated 
as flowing therefrom, will place the problem in its true pers¬ 
pective, and the actual experience of the past year of intensive 
propaganda in favour of the Charkha and khaddar, has al¬ 
ready yielded significant lessons along the same lines. The 
substitution of mill-made Khaddar for other swadeshi cloth 
made by machinery is obviously meaningless. 

When it is said—and the statement is perfectly correct— 
(that at one time India clothed herself completely out of home¬ 
made cloth, it is forgotten that the individual demand for 
ploth, especially in urban areas, has enormously increased 
during the last generation and that the consumption of cloth 
is bound to increase with the growth of population and the 
spread of modern civilization. ^The real subject for anxiety is 
not so much that the Charkha has disappeared from rural 
homes as that the total productive capacity of the mass of the 
population living in villages has not kept pace with their 
steadily growing numbers and wantsA After all, cotton cloth! 
is an item of very minor importance m the domestic economy 
of the poorer classes. ^ more serious question is the one 
relating to the inadequate production and supply of food 
in the country^ Few realize how the agricultural industry 
of the country has been revolutionized in the last century and 
how the average landowning cultivator and the farming tenant 
are no longer able to make a living out of their occupation. 
The proposed planting of the Charkha in every home can 
pot create the food the people want, and spinning will only be 
supplementary occupation in a small way. Economic re¬ 
construction will, therefore, have to be carried out in various 
directions and in consonance with the spirit of the times, and 
no wholesale r^iyalL qL& by : gone age ig^. ..either^j^c^^^ 
( jesTra hU. The spinning wheel certainly has its place, but it 
can not be the specific for all our economic ills as it is re¬ 
presented to be. Salvation must be sought in a more efficient 
1 economic organization all round, in agriculture as well as in 
^industry and trade. 
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82* Increase of Population :—We have already laid 
stress upon the peculiarly urgent importance of increasing the 
production of wealth of every kind in India, and pointed out 
that this can be ensured by an increased efficiency of the agents 
of production. An increase in population is itself taken as an 
indication of the progress and prosperity of a nation because the 
growth is possible only under favourable political, sooial and 
economic conditions. Wealth is not an end but a means to an 
end. 1 It is produced not for its own sake but in order to be con* 
sumed. The connection between population and wealth-creation 
is thus very intimate and the two react upon each other. Apart 
from the importance of the defence of the community, growth of 
population is necessary for augmenting the output of wealth; and 
the latter, in it turn, promotes the increase of population by im- 


1 “The production of wealth is but a means to the sustenance of man ; to 
the satisfaction of his wants ; and to the development of his activities, phy¬ 
sical, mental and moral. But man himself is the chief means of the produce 
tion of that weajth of which he is the ultimate aim. ” —Prof. Marshall t 
Principles of Economics. 
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proving the conditions in whioh the community lives. 1 How will 
foroes of nature be controlled and harnessed for the use of 
mankind if there is not a sufficient number of hands to work, 
particularly in the earlier stages of civilization when human 
physioal power is the greatest asset? Numbers count for muoh 
among savages whose hordes have, however, to wander over 
the face of the earth in search of food. Depopulation was 
a potent cause of the ruin of the Roman Empire which oould 
not defend itself aganist the waves of barbarian inroads. 

How important is the problem of the growth of population 
from the point of view of defence, has been demonstrated by the 
experience of the world-war. The size of the population in the 
belligerent nations has counted in it as a factor of primary im¬ 
portance, and for several years before the outbreak of the 
struggle, the stationary condition of the population in Franoe 
had been a cause of anxiety and alarm. Colonies, where land 
is abundant and the soil fertile, invite settlers from the old 
world and immigration tends to augment wealth. An increase 
in labour power conduoes to the efficiency of production, and 
a growth of population will augment the national incomes 
British colonies like Fiji and Guiana are trying to attract 
Indian labour by offering tempting terms though the self-govern¬ 
ing Dominions are anxious to maintain themselves White. 
A natural increase of population is welcomed also beoause it 
represents an excess of births over deaths and bespeaks peace, 
health and prosperity in the community. Numerous progeny, 
long life and abundance of material wealth have ever been 
ithe ideals of mundane life in this country. These form the 
[subjeot of divine prayers and of benediotion. 

’ 1 “Defence is still of more importance than opulence, and an increase in 

numbers means in general an increase in military power—actual or potential. 
Equally obvious is the increase in man’s power over nature. Even simple 
combinatjtm nf labour has its advantages, as has been admirably shown by 
Mr. Gomme. Still greater are, the advant ages of complex co-operation, as we^ 
see in our own days in the rapid development bf"hew’counfneS*ttr whtCti' fhe 
progress of centuries is forced into a few decados. The growth of population* 
is necessary to the improvement of the means of communication and of trade,! 
trade brings capital and capital and land both give for a time an increasing I 
return, and thus the increase of population means an increase of wealth perl 
unit. ”—Prof. Nicholson : Principles of Political Economy. 
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83. Varying Conditions :—It must be admitted that 
jbnder certain conditions an increasing populatian not only 
/denotes growing welfare but assists in the efficiency of the pro* 
jduotion of wealth, and therefore, in the augmentation of the 
j volume of the national dividend. The qualifying conditions arS^ 
^important beoause a growing population will only bring on or 
aggravate poverty if the additional numbers are not able to pro* 
duce a surplus of wealth. The population will press on the soil, 
setting at work the law of diminishing returns, the food supply 
will prove inadequate and the condition of the community will 
deteriorate. It is, therefore, necessary that increasing popula¬ 
tion should make more than a proportionate contribution to the 
national dividend if the material and the moral condition of/ 
the community is to improve. 1 As has been pointed out above, 
the pressure of numbers drives hoards of savages ever to fresh 
fields and pastures new; and an adjustment between population 
and the available means of subsistence is always in operation. 
And the important question is, how will this adjustment take 
place ? 

All countries are not in the happy condition in which an 
increasing population leads to increasing welfare. Increase 
of p o pulation,in .ilannanjE... has been very large . But we are 
toTdthat the effects of growing numbers there, have not been 
detrimental. On the contrary, it is stated that the pressure of 
increasing numbers had a stimulating effect upon the German 
character, goading the young men on to work with greater 
vigour and efficiency. Instead of being contented with their 
share of paternal wealth as would be the-oase in countries like 
France where population is almost stationary. German yout hs 
struggleJifliaLan4 makc-their-way, iq the .WQlid, 8 But even 
granting that the above conclusion applies to the majority of 
communities in the world, there is another aspeot of the 
problem whioh demands consideration. There will always be 
going on a raoe between population and subsistence. We take 
growth of population as a natural phenomenon over whioh 

V'"' 1 “ An increase of population accompanied by an equal increase in 

the material sources of enjoyment and aids to production is likely to lead to a 
more than proportionate increase in the aggregate income or enjoyment of 
all kinds. ”—Marshall: Economics of Industry. 

2 Howard : Recent Industrial Progress of Germany. 
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thurnan beings have no control and then try to promote the 
increase of subsistence in order that it may overtake popula¬ 
tion and surpass it if possible. Nature seems to mock man 
and to set him to pursue a mirage. The lure of happiness drags 
him from disappointment to disappointment, and pessimists 
and spiritualists, therefore, insist upon the necessity of man’s 
emancipation from the tyranny of carnal pleasures. But if 
population did not grow or grow at the rate at which it is 
growing, will not the individuarshare of the national dividend j 
be larger ? 1 

Natural animal instincts are, however, given a free play 
as a rule, and if there is any interference with freedom in this 
respect, it is exercised only to restrain immorality and often 
times to stimulate the growth of population in the interests of 
the community. And, therefore, greater importance has been 
attached to the side of production, in as much as the economic 
ideal must be to secure as large an income to the individual as 
possible. It is commonly believed that it is natural for man to\ 
live and multiply ; he can not do otherwise. But experience! 
shows that numbers outstrip the production of food and other 
necessaries and that, therefore, their material condition 
deteriorates. Through the agency of diseases, nature seeks to 
reestablish the equilibrium between population and production, 
which is being constantly disturbed by a disproportionate^ 
increase of numbers. J^[althup r the celebrated English 
economist, was struck with this fact and his observation of 
contemporary social phenomena and his study of the history of 
different countries, led him to ask the question, “can not the 
disparity between population and food be corrected by means j 
other than those adopted by nature”? He, therefore, sounded a 
note of alarm and warning and pointed to what he thought was 
the only effective alternative remedy, viz. m oral re straint. 

89« Malthusian Doctrine: —During the last few years 
production has made such giant strides as could not have been 

1 “ When growth of population is accompanied by various occurrences 

that operate favourably upon production, and the average per capita income 
then increases, the growth of population will have exercised its harmful 
effects all the same ; there would .have been a far greater increase of the 
average income had there been no increase of population. 11 PieTson ; Princi¬ 
ples of Economics. 

24 
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anticipated by Malthus, and recent developments appear t &/ 
have falsified his gloomy forebodings that the production of\ 
food would not be able to keep pace with the inorease of 
population. He had maintainted that unless people voluntarily 
kept down the growth of population by moral restraint, r l 
positive oheoks like famine and disease would oome into opera-1 
tion, making the lot of mankind miserable. And we are told/ 
that “ everywhere we see wealth increasing at a greater rate 
than population—in new countries like the United States as 
well as in old countries like France. So that our first concern 
is rather in the opposite direction.*'* This is true enough: 
besides the birth-rate among the higher and well-to-do classe£j 
is lower than among the poor people.* 


In western countries, at the present moment, it is the pre¬ 
ventive check urged by Malthus and particularly by his fol¬ 
lowers, oombined with larger production of wealth, which has 
brought about this result that is pointed out as a refutation of 
his famous dootrine. Overpopulation is a relative term . It j 
means exoessive population in relation to the food and other 
necessaries of life which a community oommands. Even j 
a small community may be overpopulated if its means of sub¬ 
sistence are limited and are inoapable of expansion while large 
numbers will not feel the weight of the demand for food if their 
productivity keeps in advance of the increase in population. 
The deliberate exercise of preventive ohecks accompanied by aTj 
growing command over wealth and improved sanitation and/ 
health, has contributed to a lowering of birth-rates and death-/ 


1 By moral restraint lie meant not the limiting of the number of children 
in marriage but celibacy, postponement of marriage ;and abstention from alt 
sexual relationship. See Gide and Rist: A History of Economic Doctrines. 

2 Charles Gide : Political Economy. 

3 “ There is no question that this goneral situation—marriage rates 
virtually stationary and yet declining birth-rates—is due to deliberate absten¬ 
tion from propagation. Married couples have fewer children than before by 
deliberate intent. ”—Taussig : Principles of Economics. 

These couples want to have all the pleasure of married life but not its 
responsibilities and they thus follow, consciously or. unconsciously, the teach¬ 
ings of Neo-Malthusianism which are not, however, the same as the precepts- 
of Malthus. The birth-control movement seems to be spreading in western, 
countries. 
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rates. Admitting, therefore, that the dootrine of overpopulation 
has lost its terrors for modern sooiety on aooount of its enor¬ 
mously augmented power of production, and that the stress has 
been shifted from food to oomforts and luxuries, and still further 
that, * since man is the ohief labour force, large numbers, indeedj 
other things being equal, mean greater national strength an<y 
power,' it must not be forgotten that, as indicated above, othei • 
things may not be equal and growing numbers may not meai u. 
increasing national wealth. 1 


It must also be borne in mind that ‘a rate of growth suffi-j 
oient to enable it to keep pace with population is not all that w el 
require of production, otherwise the average income will never! 
rise.’ We may repeat that subsistence is not always to strive 
to overtake expanding population but it must be enough to afford 
an ever-increasing share of wealth to the population as we 
advance. A stationary population need not cause alarm 2 unless 
we are to despair of the future of civilization and must have 
large numbers of human beings in readiness to be thrown into 
the haulocast of war with wicked neighbours. The ideav 
that large numbers are required for defence and for aggression! 
appears to have been shaken by the last world-war. The League 
of Nations, the concrete lesson of the futile, suicidal and 
immoral character of war, is, however, of the nature of an ex¬ 
periment and it will be long before the waste and the destruc¬ 
tive activities of armaments will cease or will be substantially 
ourtailed. 


85. Application to Indian Conditions: —The principles 
of population briefly discussed above, have got to be applied to 


1 “ The reverse may not he true if other things are not equal. A small 
nation with greater productive efficiency, like England, will out-rank a more 
populous country like India. Smaller numbeie with fairly equable distribu¬ 
tion of wealth are preferable to a dense population living in the extremes of 
misery and opulence. Mere numbers are, therefore, not the vital point.”— 
Seligman : Principles of Economics. 

2 ‘For mankind as a whole, declining birth-rates and ‘lessening pressure 
on population mean progress, and net deterioration. The prevalence 
of habits of prudence among all strata means a gain in human happiness. 
Possibly the time will come when this sort of prudence will be carried so far 
that the population in the advanced communities will no longer increase at 
all.*—Pierson : Principles of Economics. 
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he social and economic conditions of India with a view to an 
Examination of the tendencies in this country. The teeming 
j population of India is spoken of with a sense of pride and satis- 
| faction, but it may as well be an object of anxiety to a close 
.student and ardent reformer. Quality must matter as muoh as 
-quantity in the case of the population of a country; otherwise a 
tnere increase in numbers is a veritable danger. In India “ the 
jtotal increase in recorded population between 1901 and 1911 
Iwas 2,07,95,000 or 7"1 per cent, as compared with 70,46,000 or 2'5 
(per cent,and 3,34,18,000 or 13*2 per cent, in the two preceding 
__ inter-censal preiods. ” 

'i Even making allowance for the increase which was due to 
fthe inclusion of new areas within the soope of the census opera¬ 
tions, viz. 17,51,003, the growth of the population between 1901 
, and 1911, was considerable. And this increase has taken place 
jin spite of the loss of life caused by famine, plague, malaria 
land other calamities, ‘fin the country taken as a whole, 

: there are on the average 175 presons to the square mile or much 
the same as Europe outside Russia^ In British territory, the 
number to the sqare r pile is 223 and in the Native States 100; 
i the former figure exceeds by 34 the density ratio in France and 
the latter is identical with that in Spain.” The huge loss of life 
caused by influenza in 1918, which oarried away nearly 60 lakhs 
>of people in the course of a year or two, must be reflctced in the 
^results of the latest oensus viz. of 1921. In one way, however, it 
will be an illustration of the Malthusian theory of popular 
tion. Divergent views are entertained regarding the relation 
between population and prosperity in India and elsewhere. 
According to some, increasing numbers on the European con¬ 
tinent, were a potent oause of the reoent upheaval which has 
been witnessed there. Growing population in Germany may 
ilso have produced more than a proportionate quantity of 
Wealth, fin India, surely, pressure on subsistence has steadily 
inoreased^Bnd the poverty of the people and muoh of the pre¬ 
valent unrest are due to that cause. 

The density of the population varies in the different parts 
of the country and is dependent upon the climate, quality of 

1 ‘ Overpopulation lies at the root of Indian poverty. *—William Archer : 
India and the Future. Mr. Archer’s discussion of this problem is interesting 
though many of his views in thiB connection are not acceptable. 
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the soil, rainfall, the state of industries and other conditions- 
The following figures are instructive- 



Density. Per 

Rainfall. 

Cultivated 

Cultiva- 


sqr. mile. 

Inches 

area. Per¬ 

able area- 




centage of 

Percent- 




total area. 

age. 

Madras ... 

291 

43 

38 

25 

Bombay ... 

145 

46 

88 

25 

Bengal ... 

551 

70 

50 

20 

United Provinces ... 

427 

42 

53 

19 

Central „ 

122 

48 

39 

26 

Burma ... 

53 

95 

13 

29 

Punjab ... ... 

117 

31 

33 

24 

Bihar and Orissa ... 

344 

53 

52 

21 

The above 

statistics deserve 

careful 

attention. The- 


differences in the degree of density between the Provinces,. 
Bengal and Bombay, for instance, can be accounted for by the- 
natural peculiarities which distinguish them. Large plains? 
with fertile soil and irrigational facilities are conducive to a 
rapid growth of population while hills, jungles and wastes have 
a restraining effect. There can be no doubt that density of' 
population suoh as we have in Bangal, the United Provinces and 
in Madras, militates against material well-being and makes 
for poverty. Agriculture, the predominant industry of India,, 
cannot support dense populations, especially where it is in a 
backward state and it is no wonder if the populations migrate-./ 
to other countries and Provinces and live in a wretched state- 
It is interesting to compare the position in India with that in. 
European countries. 1 The density is high in a few business 

l“Tlie predominant density factors in India are by no means those 
which count for most in Western countries, where the variations in the popu¬ 
lation depend mainly on the progress made in commercial and industrial', 
development. In England, next to London and its environs, we find th v e 
most teeming population in Lancashire with its cotton mills, and Durban* 
with its collieries. The density in these two counties is more than five 
times that in pastoral and agricultural counties such as Oxfordshire, Lin¬ 
colnshire, Norfolk and Devonshire. In the latter the number of persons to* 
the square mile nowhere exceeds 200 and in some it is much less ; and it. 
would seem that Trunnier T s dictum regarding Germany to the effect that agri¬ 
culture alone is unable to support more than 250 persons to the square mile* 
is equally true of England and in fact of all parts of Europe. The condi¬ 
tions are quite different in India where two-thirds of the population is direct- 
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-centres there but the average is lower than we have in this 
country. 

v> 86, is there great Pressure?— The growing pressure 
of the Indian population on land is admittedly a serious pro¬ 
blem, and it has been adverted to above.' If agriculture alone 
is unable to support more than 250 persons to the square mile 
in Europe it is difficult to understand how in a country like 
India where agriculture is the main industry of the people, a 
larger number can be supported without great hardship. But 
we are told that * a fifth of the total population of the country 
is congregated on less than a twentieth of the area, where there 
£are more than 600 persons to the square mile; a quarter more 
on a twelfth of the area carrying from 400 to 600 per square 
? mile and nearly a fifth on an eighth of the area w;ith density 
between 200 to 400’; and it is pointed out that ^nearly two- 
thirds of the total population of India occupy only a quarter of 
the whole area, while the remaining one third is scattered overv 
three quarters of the area which is still very sparsely inhabifce<y 
and nowhere contains as many as 200 persons to the square 
l mile.* 

This and the other arguments which are advanced 2 to lend 
support to the view that in India population does not and need 

ly dependent on agriculture, as compared with less than 7 per cent, in 
England. In large areas, such as the natural divisions which here form the 
basis of the discussion, manufactures and trade affect the density to a compar¬ 
atively small extent; and even the number of individual districts whose 
density is greatly affected by the existence of the trading and industrial 
centres is still comparatively small. Moreover, while in Europo, as we have 
seen, agriculture is unable to support more than 250 persons to the square 
mile, in India there are some purely agricultural tracts where it already sup¬ 
ports three and even four times that number and others where it cannot sup¬ 
port a tenth of it. ”—Census Report. 

1 See above, pages 74-76. 

2 Hunter observes that land is plentiful in the Native States and that 
migration of the population from congested areas to those parts is required. He 
remarks, however:—“In some parts of India, this change in the relation of 
the people to the land has taken place before our own eyes. Thus in Bengal, 
there was in the last century more cultivable land than there were husband¬ 
men to till it. A hundred years of British rule has reversed the ratio ; and 
there are now in some districts more people than theTe is land for them to till. 
This change has produced a silent revolution in the rural economy of the Pro- 
prince.” See W. W. Hunter’s British Empire, page 85. 
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not press on the means of subsistence, have been carefully 
■examined by Mr. Wattal in his most interesting brochure 1 and 
shown to be erroneous and misleading. Except pe »hruTfl iautfee 
"Central Provinces and Berar, no further agricultural deveiopH 
ment seems to be possible, and certain areas are still sparsely 
populated because they are poorer, rocky and inhospitable^' 
The density of population must be considered in relation notj 
to the total but to the cropped and cultivable area. Looked 
at from this point of view, the density of the long ooast strip) 
of territary above and below Bombay, covering Thana, Kolaba,, 
Ratnagiri and Kanara, is above 1,000 and is between 300/ 
and 500 towards the east. If 500 or 600 persons are packed l 
in an area of a square mile in some provinces it is because 
they are resourceless and their standard of living has 
become hopelessly low, and not because land can really ' 
support such a number. Thus with regard to the Konkan 
districts of the Bombay Presidency, the last census report 
remarks that in proportion to its cultivable area, the Konkan 
supports a larger population than any other division. The soil 
is not especially fertile there. “There is a thriving fishery 
industry, and natives of Ratnagiri and Kolaba are employ¬ 
ed as police sepoys, choukidars and labourers in Bombay and 
lasoars on ocean steamers and they remit a large portion of their 
earnings for the support of their families at home.” It is in 
this way that the population of the Konkan with 227 persons per 
square mile is supported, and it does not argue any remunerative 
character of agriculture there. Several other tracts may be found 
to disclose a similar phenomenon, and one would be hardly war¬ 
ranted in indulging in optimism with respeot to the productive 
possibilities of a majority of the provinces. 

87. Pood Supply :—Mr. K. L. Datta’s investigation into 
the causes of high prioes, revealed the fact that during the period 
under inquiry, the population of the country was growing faster 
than the food supply. He maintained:—“Considering the growth 
■of the population and the inorease in the external demand, the 
supply has been short during the greater part of the period embrac¬ 
ed in the enquiry. The demand for both internal consumption^ 
and exports having increased at a quicker rate than the produc-1 
tion of food grains, it is only natural that the general level oft 


1 The Population Problem in India. 
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prices of food grains, over a series, of years, would risa- 
although in a particularly favourable year it might have fallen 
to some extent. The food supply in India oompared with the 
vdemand, both internal and external, reached its lowest level) 
jtn the quinquennium 1905-09, and this shortage of supply has- 
[doubtless contributed, in no small measure, to the unusual rise 
jin prices during that quinquennium." 1 

* A oomparison of the growth of populion and of the produo* 
cion of food grains, is presented in the following table, in which* 
index numbers representing the inorease, are given:— 


M B 

CLJ'S +- - 

I*** 

aS CTCT5 co 

5 3 
...| 100 



Total area I'ndei 

cultivation ... 100 



/ In their Resolution reviewing Mr. Datfca’s report,the Govern* 
ment of India stated that the statistics on which reliance had 
been placed and had to be placed, suffered from the fault of 
inaccuracy and that inferences drawn from such data must be 
taken with an amount of reservation. They, therefore, presented 
their own figures which, in their opinion, were more reliable, 
and concluded that there was “ qp almost precise 2 parallelism 


1 Roprt on High Prices. 

2 Lord Curzon also had pointed to a similar parallelism in 1901 in re¬ 
ferring to the growth of food supply during the preceding twenty years, so 
that taking the most favourable view of the situation we could only console 
ourselves with the conclusion that we were not going bacVbut were marking 
time for ^bout thirty five years ! 
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between growth of population and extent of cultivation ”, and / 
that “ the only interpretation whioh the figures oan bear is' 
that the oorrespondenoe between the two has-been substantially 
maintained. ” Government also pointed out the further! 
consideration that extension of irrigation must have resulted in 
an improvement of the outturn and that the development ofj 
communications must have had the effect of enhancing thej 
“efficiency” of the aggregate of food production. 

/ Even admitting, for the moment, the view here pre-^ 
fsented as oorreot, we cannot feel that the situation is 
i satisfactory, because it amounts to this that the increase 
; in food supply is just able to overtake and keep pace with 
Jthe growth of population. Not only that, ^he equalizing 
process in distribution stimulated by the improved means of; 
transport, must only increase the food share of a small class! 
with larger purchasing power and leave a diminished quanti¬ 
ty to be -divided among the unfortunate majority. But it is l 
argued that “ the real problem as regards a country so situated ] 
is obviously to determine whether the purchasing power of the J 
people generally has inoreased^knd that the high prices of 
Indian exports in foreign markets have enabled the Indian cul¬ 
tivators to purchase larger quantities of the neoessaries of life 
from abroad, which is tantamount to a larger production of 
wealth in this country. And Mr. Datta observes that “ India 
has now to part with muoh less of her produce to meet her 
foreign obligations for the simple reason that her produce has 
kisen in value in European markets. ” 

luAp Jit must be borne in mind, however, that so far as food 
^grains are concerned, with an inadequate supply and 
with prioes ruling high in the Indian markets, they have 
never been imported, except in times of famine. In apprecia¬ 
ble quantities from abroad. Government and those who 
think with them argue that the internal supply did not 
require to be supplemented by imports. But the true explanation 
seems to be that the Indian population must have been under¬ 
fed and that it did not possess purchasing power sufficient to 
enable it to supplement its stock of food grains by foreign 
imports. The faot that whenever there is a scarcity in one part 
of the oountry, the exports of food grains have to be stopped 
and wheat has even to be imported, is significant in this oon- 
25 
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I uection. (Higher prices of food grains cannot adequately 
compensate the Indian producer for the growing pressure of the 
population on the soil, because the general level of prices has 
| gone up in India and the share of the cultivator, in whatever 
benefit may acme, is, for obvious reasons, very slight^ If more 
mouths have to be fed with the same or nearly the same quan¬ 
tity of food, the prices must rise, and this rise cannot be an 
object of congratulation or of consolation in view of the fact 
already noted that the closing of the other industrial avenues 
is driving many people on to the land. To maintain a growing 
population, the soil must be made to yield more and the produc¬ 
tion of food grains per acre must increase owing to intensive 
cultivation. Agricultural improvements effected during the 
last few years have not augmented the yield to an extent of 
which account may be taken. 1 

Apart from the commodities obtained in exchange for the 
raw materials exported from India, the productive power of the 
people cannot enable them to supply themselves with neces¬ 
saries of life in a sufficient quantity. Industrial specialization, 
under normal conditions, has its advantages ; and there is noth¬ 
ing inherently undesirable in a country exchanging its special 
products for those which are produced by other countries 
under peculiarly favourable circumstances. But India’s depen¬ 
dence on the sole industry of 'agriculture which is in a very 
backward condition, amounts to a national danger and has 
contributed to the decay and poverty of the poeple.^Food 
is the first consideration in estimating the economic^ con¬ 
dition of a nation. And here in India, food supply is scanty 
and dearly Other things may have beoome cheaper and easily 
accessible to the masses; but this supply of comforts and 

1 We may, at a conservative estimate, claim that the increase to the 
value of the agricultural products of India as a result of the labours of its 
Agricultural Departments, is already about 314 crores annually or over 
£ 2,300,093. This is the result of only ten years* work, and it must be re¬ 
membered that every year will show a progressive increase.Mr. Mackenna: 
Agriculture in India. 

The annual value of the agricultural produce of British India is roughly 
estimated at 1,500 crores of rupees. Rs. 3 14 crores means an addition of 7/30 
per cent, to the annual total agricultural production ! And the annual growth 
of the population amounts to at least \4 per cent. 
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luxuries 9 oannot compensate for the deficiency or dearness of 
food. And it is worthy of note that before the war, 21 per 
cent, of the exports from the country consisted of food grains. 
This is regarded in certain quarters as 1 surplus * production; 
but it is, in a way,the life blood of the people poured out to 
j maintain mere existence. 

88* Population and Food: —We cannot here enter into 
a detailed calculation of the agricultural and non-agricultural 
income per head of the population in India. Widely varying 
estimates have been made and so complex and difficult is the 
calculation that one would not be entitled to pronounce any 
result as even substantially correct. But so far as any rough 
estimate may be made, the calculation does not point to the 
•conclusion that a satisfactory improvement has taken place in 
the economic condition of the people during the last few years. 
IMr. Meckenna estimates the annual value of the agricultural 
jproduoe of British India at over 1,500 crores of rupees, that is, 
about Rs 45 per head of the population. And on this calcula¬ 
tion, the total per capita income would be about Rs. 70. Dada- 
bhai Navroji calculted the income at Rs. 20 per head of the 
population. Lord Curzon’s estimate of the average income 1 of 
Rs. 30 in 1901, is well-known and Mr. Crammond put it at about 
37 Rupees only a few years ago. A s the pur chasing „D£JMZ_jof 
m oney has violently declined 

during recent years, as a direct effect of the war, estimates of 
income expressed in terms of money, must be taken with due 
caution, as indicating economio condition. The old estimates 
of income referred to above, can not obviously be acoepted as 
accurate in the face of the changed purchasing power of 
money but higher figures do not necessarily connote improve¬ 
ment. 


The Famine Commission of 1880 gave the following statis¬ 


tics 

Population 
Food Crops Area 
Outturn of food 
Consumption 
Surplus 


... 180,350,000 

... 166.250,000 ( Acres ) 

... 51,530,000 ( Tons ) 

... 47,165,000 ( „ ) 

... 6,165,000 ( „ ) 


t The gross yield of agricultural produco must not be confounded with 
income which is exclusive of tho cost of production. But the two do not seem. 
to be always distinguished. 
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The Commission concluded :—“The agricultural and trade' 
statistics of the past twenty years justify the oonolusion that 
the increased production of all sorts has, up to the present time, 
more than kept pace with the requirements of an increasing 
population, and the known large area of land which may still be- 
brought under profitable cultivation and the possibilities of 
scouring increased production by means of improved agriculture 
and extended irrigation afford reasonable grounds of confidence 
for the future. ” 


The Famine Commission 
figures as under.— 

Population 
Food Crops Area 
Outturn ••• 

Consumption ... 

Surplus 


of 1898 gave corresponding 

... 215,627,181 

... 180,421,323 ( Acres ) 

... 68,069,972 ( Tons ) 

... 58,535,845 ( „ ) 

... 9,564,127 ( „ ) 


This estimate of outturn was, however, excessive and 
another quoted by the Commission itself, put the production 
at only 59 million tons, and therefore, the surplus at 
1,700,000 tons only. And the Commission proceeded to 
remark:—“ Whatever may have been the normal annual 
surplus of food grains in 1880, the present surplus cannot be 
greater than that figure. But that a substantial surplus still 
exists in ordinary years there can, in our opinion, be no doubt.'* 

89. Pood Production: —Lord Curzon, when Viceroy, 
had occasion, in 1900 and 1901, to form an estimate of 
the average per capita income of the population. He said 
that in 1880, there were, in British India, 194 million acres 
under cultivation and in 1901, 217 millions, an increase paral¬ 
lel to the growth of population. In 1880, the yield per acre of 
food crops was, for calculation, taken at 730 lbs. and for 1898,. 
840 lbs., improved cultivation and extended irrigation 
I accounting for this higher rate. Lord Curzon proceeded to say 
l that on these calculations the average agricultural income in 
j 1880 was Rs. 18 per head, and twenty years later, for the satna 
i area, the average was Rs. 20. Supposing that the non- 
| agricultural income had increased at the same rate, tha 
| Viceroy concluded that the total per capita inoome was Rs. 30 
\ in 1901 as against Rs. 27 in 1880. 
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Wo shall now examine how the situation in India has 
developed during the past forty years with respeot to the 
quantity of food produoed in the country and available to 
the people for consumption. It will be best to oompile statistics, 
relating to all food crops for different normal years. The produc¬ 
tion varies from year to year, and it is, therefore, necessary to 
take average figures. We find that the aoreage yield assumed 
by the two Famine Commissions and by Lord Curzon is unduly 
large. It is only recently that careful crop cutting experi¬ 
ments and estimates have been regularly made in thiB behalf, 
and even they cannot be accepted as perfectly aoourate. In 
suoh matters, however, approximation alone is possible, and 
the results are certainly valuable so far as they go. The 
character of the rainfall and other factors operate from dis¬ 
trict to district to introduce errors into the calculation and 
these must not be ignored. The average yield assumed will 
not materialize in several cases owing to one cause or another,” 
but the errors will not, on the whole, seriously affect the 
conclusions as the field covered is simply enormous. The 
following statement we have compiled will, we trust, be found 
instructive:— 


Production of food grains and other food in British India. 


,* 1 
' Year. 

Food Area 
Millions of 
Acres. 

Outturn 
Millions of 
Tons. 

Outturn 
per acre, 
lbs. 

Outturn pei- 
head of popu¬ 
lation. lbs. 

Population 
in Millions. 

i 

1878 

166-2 

51-5 

688 

634 

181 

1898 

180-4 

s 56-0* 
l 68-0 

s 697 * 

( 836 

S 513 * 
l 708 

215 

1902-03 

192-5 

60- 

700 

580 

232 

1908-09 

206-4 

66-5 

725 

616 

240 

1919-20 

210-9 

70-5 

750 

627 

250 

. 







It shoud be notioed that other estimates which have been 
published do not materially diverge from the results given 


* See previous page where the estimates of jthe Famine Commission of 
1898 am prrA^ 
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above. A careful calculation leads Mr. D. S. Dubey 1 to th* 
following figures for the total outturn of food grains in British 
India:— 


Year. 

Millions of tons. 

1911-12 

6715 

1912-13 

63-73 

1913-14 

58-18 

1914-15 

62-67 

1915-16 

66-78 

1916-17 

70-08 

1917-18 

68-89 


In our previous editions of this book we dealt here with 
statistics relating to the total agricultural production of the 
country and the per capita income of the people; but we 
have preferred to confine ourselves, at this stage, to the supply 
of food in relation to the population and not to complicate 
the discussion by the introduction of questions about prices, 
wages, profits and non-agrioultural and agricultural indus> 
tries. For reasons already given, the fact that the prioea 
of agricultural produce have increased remarkably during 
the past few years, does not help us to get away from 
the uncomfortable conclusion that the total quantity of food 
actually available to the people and consumed by them, is 
inadequate to what must be considered as a raasonable demand. 
ftfr. K. L. Datta’ s figures and views have been already quoted 
above, and he is emphatic in his declaration that “population 
has increased by a larger percentage in the period under inquiry 
than either the total area under cultivation, or the area under 
food grains, or, in other words, the requirements~oF~ food 
grains Tor internal consumption have increased in a larger 
proportion than the total production of food grains.” 

90. Wanted More Food: —The figures oompiled in the 
statement given above may be safely taken to err on the side of 
\liberality. It may be urged that owing to the inorease in the 
irrigated area and the introduction of improvements, the- 

1 “ A study of the Indian Food Problem ”—The Agricultural Journal of" 
India, Vol. XVI, Parts III and IV. 

Seo also Prof. Balkrislina’s “ Industrial Decline in India.” 
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Average yield per aore must be pitched at a higher figure than 
we have done. But it must be borne in mind, on the other side, 
that a steady extension of area shown as under crops represents 
a quantity of very inferior soil which must have comparatively 
low productivity. And, again, a year of insufficient or unseason* 
able rainfall means a proportionately larger defioienoy of yield 
than of the area sown.' The following statement shews the 
position relating to the acreage and yield of food crops in 
the Bombay Presidency for the three years, 1918-19 to 1920-21. 


Area under food crops (cereals and pulses only) and yield . 1 


Year 

Area in acres 

1918-19 

18,050,485 

1919-20 

23,250,118 

1920-21 

20,852,687 


Outturn in tons. 
2,679,735 
5,874,842 
3,735,954 


Annual average = 20.7 million 

Average outturn per acre 
„ „ „ head 


4.03 million tons. 
435 lbs. 


The Bombay Presidency has, on the balance, to import food 
grains from other provinces and the average yield of its crops 
is comparatively poor on account of indifferent seasons and the 
inferior quality of the soil in several districts where a bumper 
crop is an event of rare occurrence. 

The total outturn of food that has been so far calculated, 
is not, however, all available for public comsumption. Various 
factors have to be allowed for in framing the final estimates. 
For instance, a small quantity out of the total is used as seed 
for growing crops. Then,. there are the imports and exports 
between India and foreign countries and between British India 
and the Indian States. A considerable quantity is also used as 
food for oattle, oows, bullocks, buffaloes and horses and 
likewise animals like monkeys, oats and dogs and also birds. 
Lastly, there is any amount of wastage due to the ravages of 
rats and other creatures. The total average net export of food 
grains, mostly rioe and wheat, amounts to 4 to 5 million tons 
annually; about million tons are required for seed; and 


1. Season and Crop Report of tho Bombay Presidency for 1920-21. 
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the wastage has been taken at 10 per oent. of the outturn while 
cattle consumption has been estimated at 14 million tons. 
Making these deductions from the quantity of the outturn for 
1919-20 in the statement above, we have a balance of about 4d| 
million tons left for human consumption which is 385 lbs^ 
per head of the population. This result agrees with the olfe 
Mr. Dubey has arrived a t. He has made elaborate oaloulations 
as to the quantity of food that is absolutely neoessary for 
keeping an average person in health and strength, and his 
conclusion is that there is an annual deficit for British India 
of about 8 million tons. On the assumption that the average 
.of food requirements for each person, man, woman and ohild, 
| is 1H lb. per day, which is certainly not an extravagant 
estimate, the quantity for the whole year and for the whole 
\ population will be about 50 million tons. But the quantity 
actually available is only 43 million tons and hence the deficit 
of 7 or 8 million tons. [It is needless to point out here that this 
shortage bears with exceptionally heavy pressure upon the 
poorer olasses—those with small, steady incomes and with no 
land or with insufficient land—and means underfeeding. 

91* Famines: —It is possible that some of the estimates 
given above may be challenged as erring either on the side of 
exoess or underestimation. But the outstanding fact can not 
be gainsaid that the relation between the food supply and the 
growing Indian population and its wants is not at all satis¬ 
factory. The inorease of numbers between 1881 and 1911, for 
instanoe, amounted to about 5 crores and it is necessary to 
realize what this means. As Mr. Archer 1 has pointed out, 
this is just about the population of overpopulated Japan, and 
it means that assuming the India of 1881 to have been just able 
to support herself, with very little over, a development of her 
resources, equivalent to the whole resources of Japan, ought 
to have taken place in thirty years, if she was not to find 
herself, sensibly poorer, per head of the population. ’ India’s 
progress, evidenced by her commercial and industrial statistics, 
oan not certainly be taken to have amounted to these dimens¬ 
ions. 

Famines suoh as have harrassed India so frequently are now 
unknown in othe civilized countries though they were oommon 


1 India and the Future. 
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(there formerly. 1 A famine is a serious disturbance of the nor-4 
mal equilibrium between the supply of and demand for food.,' 
Defective means of communication obstructed the transport oft 
food supplies from parts of the country where there was! 
abundance to those which suffered from a shortage. Railways 
-and good roads have now relieved this difficulty to a greatt 
extent. In advanced countries which have diverse industries, 
the deficiency oan be made up by larger imports as having the 
wherewithal to purohase food grains they have the wholejworld 
to draw upon. India has no diversity of industry; nor is she* 
iioh enough to buy large quantities of food from foreign ooun4 
tries, though in times of famine, exports of food grains stop] 
and imports are stimulated. In western countries industrial 
depression and unemployment which occasionally overtake 
-the working classes, operate upon the latter like famines but 
their consequences are not so serious as they are in India. 

It has been said that Indian famines are not so much famines, 
of food as famines of the means with whioh to purohase food. 
This is, to a large extent, true; since if the people of India had 
enough purchasing power, they would draw upon the resources 
of the outside world as England does. But for a predominantly 
agricultural oountry like India, to import food grains from 
abroad with no manufactures to give in exohange, is prepos¬ 
terous. And now though the railways facilitate the transport 
of food grains from one part of the oountry where they are 
plentiful, to that in which the crops have failed, and to that 
extent the horrors of the calamity are minimised, a famine 
must always be a serious oriBis of under-production, unemploy¬ 
ment and abnormal prices. Fortunately, the whole oountry is 
rarely overtaken by famine at the same time and transport 
facilities, so vastly improved of late, give a large measure of 
relief. Like commercial crises, Boarcities and famines have a 
-cyclic order in India. Not to go to earlier famines, we may 
refer to the failure of the monsoon in the United Provinces in 

1907. Besides the other evils it entailed upon the people, the 

— - --- > 

1 4 ‘ To-day they are found only in the agricultural and mining industries. 
They are not as a rule very hurtful, except in countries industrially backward. 
A failure of the wheat crop may cause terrible famines in poor countries like 
India or Russia, and the insufficiency of certain raw materials may throw 
factories idle.”—Gide: Political Economy. 

26 
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/famine was responsible for a deficiency in food production 
^equivalent to an amount of grain sufficient to feed the 48 million 
inhabitants of the province for five months. The total loss 
; on food crops at both harvests, in terms of money, was put at 
! Rs. 42 crores while the total loss on other crops was about 
Rs. 15 orores. This will show the magnitude of the evil which 
frequently overtakes one part or another of this oountry and 
; agricultural production has to be discounted to that extent, 
i Hardly a year passes without its soarcity or famine in one part 
| of the country or another and economic life in India, parti¬ 
cularly of the agricultural olasses, is a veritable gamble in rain. 

|The uncertainty of the position breeds pessimism and fatalism 
Cnd demoralizes the whole population. 

92. Cause and Cure: —Famines and scaroity are, no 
idoubt, caused by a failure of the rains and sometimes bv floods^ 
an d Government havelfeveloped an elaborate system of preven- 
tive, protective j j ffld relie f i^easures. It has minimised the 
danger of the loss of human life and also of cattle life. But 
as the Famine Commission of 1880 pointed out, no protective 
measures can be adequate which do not include some attempt 
t o dive rsif y forms of ampln ymap t. The problem of production 
and population cannot, therefore, be solved by these indirect 
methods, however useful they may be in themselves. A bold 
/frontal attaok must be levelled at the evil and the productive 
capacity of the people must be raised. More capital, more in¬ 
dustry, more work and greater efficiency and productivity are 
the essential conditions of success in the fight against famine. 
Growing numbers, instead of adding to the aggregate output, 
diminish the individual share; and agriculture is no longer able 
to support the population living on the soil. Work in towns 
alone now stands between the oultivator and starvation and 
that too on an exceedingly small scale. 

f The growing demand for the raw materials of India and the 
higher prices whioh some of them may often command, should 
not be regarded as a gratifying indication of the growth of pro¬ 
ductive capacity. That is, after all, a subordinate'factor in the 
situation. Of course, larger exports of ootton, jute, oil seeds and 
hides at the higher prioes will mean a larger supply, and there¬ 
fore production of wealth in the oountry. That is, however, 
an inadequate and precarious souroe of wealth-creation. If those 
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I raw 1 materials are produeed in larger quantities, if there is ak 
steady improvement in their quality and if an iporeasing por¬ 
tion of them is manufactured in India with Indian labour and- 
Indian eapital and under Indian management, there will ba 
more employment for workers of different grades and the addi¬ 
tion to the national inoome will be enormous. And then only 
will it be possible to support the existing or a growing popu ¬ 
lation with anything like decent means of subsistence. 1 

Famines brought on by the cruel freaks of nature cannot be 
avoided. But they are not absolutely irresistible. Relief afford¬ 
ed by improved means of transport ia not enough. The produc¬ 
tive capacity of land and the people must be increased and the 
eoonomio backbone of the nation must be strengthened. The\ 
effects of famines are cumulative and the destruction of cattle l 
and the loss of agricultural produce caused by them must be 
made good. Mr. Cair d. a member of the Famine Commis¬ 
sion of 1880 , was an independent observer and he remarked 
forty years ago that the produce of the country, on an 
average of years was barely sufficient to maintain the 
present population and make a saving for occasional famines.. 
"\He held the view that * there are more people every year to 
feed from land which in many parts of India, is undergoing 
gradual deterioration.* 2 Add to this the facts that about one- 
fifth of our exports consist of food grains and that village stores 
of grain which were common in the past are fast disappearing. 
Cultivators are forced to sell their produce to meet a variety of * 
pressing obligations and have usually to supplement the agricul¬ 
tural income by earnings as labourers and cartmen. Improved 
means of transport put more money into the pockets of a certain 
small class of rayats and landlords but the average cultivator 


1 u It may be more cheap to export raw goods and import manufactured 
goods. But if India is to win a stronger position as buyer and seller in the 
markets of the world, she must deepen the channels and regulate the action of 
her stream of produce......If the concenttation of the agents of production oiw 

a great variety of undertakings is to prove advantageous, it must be on indus./ 
tries unaffected, by drought. If the natural forces of international competi-f 
tion have not accomplished that aim, then deliberate and determined action: 
alone can achieve it. Loveday: Indian Famines. 

2 Memorandum on 14 Condition of India.” 
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derives little benefit from high prioes and there are no stores 
to draw upon in times of scaroity and famine. The food of the 
people has thus beoome dear and its supply preoarious. 

The Eamine Comminnimi of 1830 laid its finger oorreotly on 
the root cause of famines, viz. ‘the unfortunate ciroumstanoe that 
agriculture forms almost the sole occupation of the mass of the 
population* and stated that no remedy for present evils oan be 
complete which does not include the introduction of a diversity 
of occupations, through whioh the surplus population may be 
drawn from agricultural pursuits and led to find the means of 
subsistence in manufactures or some such employments. The 
1 Commission made a number of very valuable recommendations 
in this direction calling upon Government to initiate a polioy 
>f direot encouragement to economic development. But prao- 
iically no notion was taken on them and after about forty 
pears the same polioy has been urged upon the State by the 
industrial Commission. What the mass of the people want is 
an unfailing and adequate supply of food and clothing; and 
their needs are simple and few. When, however, the majority are 
thrown out of work by a failure of rains, it means hardship and 
distress in the absense of grain reserves and staying power. It 
is easy to realize how grain stores are impracticable in view 
of the defioienoy in the normal supply of food notioed in pre¬ 
vious sections of this book. Grain and fodder stores must, if 
possible, b8 organized and encouraged. 

93. The Outlook :—The above discussion drives us irresis¬ 
tibly to the conclusion that without a diversity of industries and 
an enormous increase in its productive power, India oan hardly 
maintain even its present population must less steadily growing 
numbers. An increasing population must thrust the country! 
deeper into the mire of poverty and misery. A steady growth 
of population in a oountry may be an indication of progress and 
prosperity. It may also be as much a cause as an effect of 
national poverty and deoadenoe. The present standard of living 
of the mass of people in India is very low and the situation will 
be intolerable to all those who are anxious to see a substantial 
rise in it Whatever progress is being made, will be just 
sufficient to overtake the normal growth of population. And 
what is wanted is a rapid improvement in the eoonomio > 
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\ condition of the people which can be secured only by increased 
I efficiency. 1 2 

The chief elementary needs of the people are food , clothing 
and housing. As regards the first, it need not he repeated that 
though inequality in distribution is being corrected by im¬ 
provement of the means of transport, the oountry, taken as a. 
whole, does not produce a sufficient quantity of cereals and 
pulses. High prices of.food grains benefit only a small section 
of landlords. Small cultivators, labourers and artisans are 
worse off on that account. Dearness of cloth retards progress! 
towards a higher standard of living. If rayats* families pro¬ 
duce yarn in their homes and also take to the weaving of cloth 
under the influence of the Gbarkha movement, a small addition 
will certainly be made to their purchasing power. Improved 
housing, likewise, depends upon an increase of the incoma 
of the agricultural population. Recent high prices of raw, 
cotton, sugar &c., have increased the purchasing power of a 
few cultivators* families and that is an item on the credit side 
of the economic account.* 

The gloomy picture presented in the above paragraphs,, 
would lead one to ask why the problem should not be attaoked 
from the end of population also. A restriction of the growth of 
population will have the same effeot as an increase in the 
quantity of subsistence as a larger share of national income 
will be available for distribution. The average increase of 
population, meaning thereby the excess of births over deaths,/ 
is by no means high in India. Whereas the natural increase per 

1 44 A real increase o£ wealth and prosperity comes to nations as it does 
t# individuals not from any reckless piling up of coined rupees — nor again 
from any rise of prices — which, as shown before, is in India almost invari¬ 
ably associated with crop-failures and famine conditions, but only from in¬ 
crease in industrial activity, energy, and efficiency on the one side, and on the 
other, from increased productive employment of capital. With us, there is a. 
deplorable deterioration in both respects.” —Mr. Joshi ’ s Writings and 
Speeches. 

2 Sir William Hunter in his 44 England’s Work in India” wrote thus :— 

44 Two-fifths of the people of British India enjoy a prosperity unknown 
under native rule ; other two-fifths earn a fair but diminishing subsistence^ 
but the remaining fifth or 40 millions, :go through life on insufficient food- 
It is these underfed 40 millions who form the problem of over-population ii* 
India . 71 
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(/thousand of the population is 10 in the United Kingdom, it is 
/only 8 in this oountry. -This figure is low not because the birth- 
/ rate is small, as might be thought, but because both the birth- 
• rate and the death-rate are comparatively high. A study of the 
; statistics in this connection relating to the principal countries 
/-of the world discloses the fact that a high birth-rate is aocom* 
rpaniedby a high death-rate, and the correspondence of the two 
.rates means the correctness of the Malthusian dootrine. This 
Estate of things prevails in Rumania, Russia, Hungary, Saxony 
■and Italy, and India stands in the same category with a birth- 
irate of 38 and a death-rate of 30 per thousand. 1 

94. Remedies :—The conditions prevalent in the most 
backward countries are thus reproduced in India. If our birth- 
trate is high, our death-rate also is high. And a death-rate of 
BO per thousand means waste of life, cares, anxieties, poverty, 
Wisease and distress. It will indeed be an ideal thing to be 
able to control disease and to conquer poverty. But in the face 
of the economic situation as it exists and as it promises to 
exist for years to come, will it not be desirable to check the 
birth-rate and thus relieve the pressure on subsistence ? The 
economic situation and the prospects in India, then appear to 
-call for the application of the Malthusian remedy. Lata 
marriages of both men and women with a view to the control¬ 
ling of the number of children, is that remedy. The necessity 
and whole-someness of marriage are admitted, and therefore 
Malthusians recommend the adoption of voluntary restraint in 
tnarried life. 

We have not the space to notice, and it is not neoessary to 
-do it, the objections which have been raised to the self-restraint 

1 “ Here are countries in which the population is pressing on subsistence. 

It is trying to increase faster than the means of support make possible, and 
"the positive check is in operation. Not the positive check in its extreme 
from ; the birth-rate is not at its maximum; some limitation of births there 
is. But more children are born than can survive and become adults and 
more persons become adults than can survive to peaceful old age. The* 
populations are ill-fed, ill-clad, ill-housed, illwarmed, ill-cared for in sickness) 1 

.In all these countries an indispensable condition for a permanent 

improvement in the condition of the mass of the population is a lowering 
•of the birth rate — relaxation of the pressure on the means of support. 
Taussig Principles of Economics. 
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suggested by Malthus or to disouss the position of the followers 
•of what is oalled neo-Malthusianism. And it is safe to agree 
to the proposition that “ it is advisable that people should not 
bring ohildren into the world, till they oan see their way to 
.giving them at least as good an eduoation, both physioal and 
, mental, as they themselves had; and that it is best to marry 
^moderately early provided there is sufficient self-control to 
jkeep the family within the requisite bounds without trans¬ 
gressing moral laws.*’ 1 

Humanitarian feelings and solioitude for the welfare of 
-children, if not of the whole nation, no less than personal 
ambition and a desire for independence and individual happi¬ 
ness, would justify the adoption of Malthusianism. The 
pathetic picture of a fairly intelligent and perhaps well-educat¬ 
ed man, burdened with the anxieties of a large family, which 
is not a legacy of the past, at a loss to know how to keep the 
wolf from the door and reduced to desperate shifts, to arts of 
flattery, cunning and slavishness, provokes the reflection that 
these troubles are entirely self-imposed and could have been 
avoided. And this reflection does not fail to arise in the mind} 
even of pious and oonservative people when they see widowers! 
of forty and fifty going in for their second and third marriage! 
and preparing for misery for themselves, their widows and* 
their children- 

To our mind, the most urgent and effective remedy, 
however, is for the State to inaugurate large schemes of 
national educatian, industrial development and sooial recon-i 
struction. The uplift of the people from ignorance, apathy and 
-degradation, will alone bring about the desired improvement, 
and the application of the Malthusian remedy is only a counsel 
of perfection at the present stage of the economic evolution of 
-the country. Contro l o f birtfr s may be exercised to a very- 
limited extent and will come at later stages of n ational pro- 
Tnrfian poverty po}; due to OYar-DQnnlaton.lm^^ 
result of under-produotipn. Other nations have been increasing 
•as fast as ihe Inman people, but their oommand over the 
means of subsistence has grown at a faster rate. This is the' 
key to the solution of the Indian problem of population. 


1 Marshall« Economics of Induatrv. 
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95. Indian Attitude: —Malthusianism, and Neo-Malthu¬ 
sianism in particular, is sure to shook the average Indian mind 
as it did the European mind years ago. Hindu law -givers looked, 
and rightly looked, upon m arriage as a necessar y sooial institu¬ 
tion and a sacrament. Per petuation of tb q T * n< \ * Hgntn ^ datv 

and every man has to get out of the debt he owes to his father 
by leaving a son after him. Late marriage is prescribed in the 
case of men, but the p erforme r^ nf ±ha religious duties of-t he 
ho use-ho lder makes the married state absolutely essential. The 
injunctions recorded in the works of Hindu law-givers, show 
that they laid down rules for a society whioh required for its 
existence and progress, a growing population of vigorous, 
healthy men, and to shirk married life would have been regard¬ 
ed as shirking a sacred duty to the community. Prayers were 
and are offered to God for the grant of a healthy and vigorous 
progeny and this attitude on marriage and the house-holder’s 
life finds a justification in the attempts now being made in 
western floanjtafea to encourage marriages, to reward large 
families and to penalize baohelors. 

The anxiety of the average Hindu to have a son 1 and the 
shifts to which he is reduced in trying to secure one, have been 
objects of rldioule with certain authors. There is no doubt 
about the fact that under the influence of religion and custom, 
institutions based upon sound principles are in practice abused 
and diverted from the original purpose. The arguments based 
on religious grounds urged by the opponents of the law of 
divorce in England are instructive in this connection. We 
have suggested above the true explanation of this Hindu passion 
to procure a son; and oritioal students of Hindu law and usage 
have not failed to appreciate it. 2 Marriage was as much 

1 “ In the adoption of a son the Hindu aimed and still aims at satisfying 
an exacting group of manes greedy in the other world for recognition and 
offerings in this. He looks too for appreciable benefits which be is himself 
to derive from the future ceremonies the fruit of whioh will reach him in the 

realm of shades.In somehow acquiring a son the Hindu thinks generally 

that he is making the best of all possible bargains for himself in this world 
and the one to come."—West and Buhler : A Digest of the Hindu Law. 

2 "In mod'rn times children are a luxury to the rich, an encumbrance to 
the poor. In early ages female offspring stood in the same position but male 
issue was passionately prized. The very existence of a tribe, surrounded by 
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an economio as a moral necessity and it came to be the parents' 
duty to equip the son with a wife and the means of earning 
a livelihood. We are not, however, prepared to lay the whole 
blame of Indian poverty at the door of the fecundity of the 
Indian people and the Hindu love of offspring. Political condi¬ 
tion and economio disturbance are as muoh responsible for the 
poverty as anything else. 

96. Changed Conditions :—But times have changed, f 
and with them must change individual ideas and sooial laws} 
and customs. The struggle for existence—if not also educa¬ 
tion and the efforts of social reformers—is steadily pushing up 
the marriageable age of girls as well as of boys. /In fact, early 
marriages of the latter are entirely opposed to*“the rule of 
Brahmacharya strongly insisted on by the ancient law-givers.** 
And whatever objection may be raised on religious grounds to * 
the postponement of the marriages of girls, there is nothing to 
prevent wholesome restraints in married life b eing prac tised- 
Such moral restraintsare^Tearly implied in some of the old 
restrictions imposed by wholesome custom on married people. 
Though it may be a little difficult to establish the fact, there is 
no doubt that the average expectation of life in this country has 
declined a good deal and the strain of the modern struggle for 
existence is responsible for it. The same remark may be safely 
made with regard to the health of the average Indian. Under 
these circumstances, it becomes a duty of men and women in 
India to see that the nation has a healthy and vigorous popu¬ 
lation which will stand comparison with other races, and will 
not go under in international competition. 

To a Hindu, marriage and the begetting of a son, is a dutyl 
which he owes to society. But it is sorely to misunderstand/ 


enemies, would depend upon the continual multiplication of its males. The 
sonlesa father would find himself without protection or support in sickness or 
old age and would see his land passing into other hands when he became 
unable to cultivate it. The necessity for male off-spring extended in the 
case of the Aryan even beyond this world.”— J. D. Mayne: Hindu Law 
«nd Usage. 

srr ww- II —Mann, IX, 04. 


27 
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[the spirit of the law-givers and of ancient practice to suppose 
[that religion imposes upon the householder the duty of begetting 
jchildrep for whom he can not hope,to provide and that a limit¬ 
ation ef the family by the exeroise of prudenoe would violate the 
injunctions of religion and dictates of morality. Speaking 
of the division of inheritance, Manp say s:—“By the eldest as 
soon as born, a man beoomes father of male issue and is 
exonerated from debt to his ancestors ; such a son, therefore, is 
entitled to take heritage. That son alone, on whom he devolves 
his debt and through whom he tastes immortality was begotten 
from a sense of duty ; others are considere d aa_ -hflgfl tt a n from 
{ love of pleasure.*’ 1 

If it was the sense of duty to ancestors and to society 
which animated ancient laws with regard to marriage and 
progeny, may not the same sense of social duty be pleaded 
in favour of a limitation of familes ? ‘ Love of pleasure ’ Manu 
speaks of, or blindness to the future, brings on misery to the 
individual and to society and moral restraint which religion 
and reason insist upon, is calculated to make for health, wealth 
and happiness. 2 Hindu law-givers had a certain condition of 
society in view when they laid down their precepts. Modern 
condition s may requ ire a modification of those rules. Changes 
in ciroumstanoes and ideas demand changes in social laws and 
individual conduot. A low or declining birth-rate is regarded 
as a sign of advancing civilization, and it is believed that the 


1 3^ sTrrRiSfor i 

fa|°rm-prs)v v tTPTTjWsf n 

* s* 

V qq jq: qrpf It —Matin, IX, 106-107* 

2 Malthus himself quotes in his 1 Essay on the Principle of Population * 
(Chapter XI), passages from Mann and points out various circumstances 
which, in his opinion, must have operated in India as preventive checks to 
population. lie says:—‘ From all these circumstances combined, it seems 
probable that among the checks to population in India the preventive check 
would have its share; but from the prevailing habits and opinions of the 
people there is reason to believe that the tendency to early marriages was 
still always predominant and in general prompted every person to enter into 
this state who could look forward to the slightest chance of being able to 
maintain a family*’ 
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lower the birth-rate, the higher is the prosperity of a nation. 
The present tendenoy in western countries is towards a steady 
decline of the birthrate accompanied by growing material 
prosperity. 1 2 

97. Vicious Circle :—In the matter of this question of a 
declining birth-rate, we seem to move in a vicious circle. The 
birth-rate goes down where economic conditions are satisfactory 
and the intellectual and educational level is high; and a low 
birth-rate is required to improve the economic condition of the 
community. Pr of. Taussig says that “the causes of the declin¬ 
ing birth-rate are to be found in the intellectual and material 
forces whioh have so wonderfully stirred the people of western 
Europe during the last century: the spread of education, news¬ 
papers and books; cheap movements by railway and steamship; 
the stirring of stagnant population by the new modes of employ-' 
ment, by large-scale production and the factory system, by 
the changes through emigration.’’ 1 Unless then the stagnant'* 
population of India is educated and stirred and unless new 
modes of employment and methods of production are a iopted, 
how is the birth rate in this country going to be ohecked ? And 
will it not be muoh better if national efforts are direoted towards 
the creation of those conditions whioh hold the propensity to 
multiplication in oheok ? 


These questions are suggested by the_existing economic,, 
political and social conditions in India./W’he aboriginal tribesu 
are the most prolific races in India. Tire prolifioness of tha 
Mahomedans seems to be greater than thet of the Hindus' 
It must be greater among the lower and poorer classes tbap' 


2F 


1 “ The general : decline of the birth-rate in advancing countries; the 
accentuation of that decline among the well-to-do; the probability, almost 
certainty, that with wider diffusion of prosperity the tendency will spread 
more and more to alPclasses—at times is due to social and industrial ambition* 
Some writers have discussed the chango as if it were automatic, as if the 
lower birth-rate among the well-to-do wero tho natural and necessary 
eon sequence ;of their having a large income. The connection between income 
and brith-rate is the other way; rising prosperity is rather the effect than the 
cause of declining pressure. The fundamental cause is the wash of each 
family to promote its own material welfare. ”—Taussing : Principles of 
Economics. 


2 Principles of Economics. 
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among the higher. The exhortation, therefore, addressed to- 
the people that instead of allowing the hand of death to limit 
the population to the means of subsistence, they should keep itr 
under control and cultivate the habit of cutting their coat 
aooording to the cloth that is available to them, is bound 
to prove infructuous in India where of the total population of 
the oountry, only 59 out of every 1,000 persons are literate in 
the sense of being able to write a letter to a friend and to read 
the reply, and the literacy is divided very unequally between 
/the two sexes, only 10 females per thousand being able to write 
f against 106 males per mille. With 94 per cent, of the popula¬ 
tion not knowing how to read and write, with an average in¬ 
come of Rs. 40 per bead of the population, in "the lower strata 
of society, and with about Rs. 20 of per capita foreign trade, it 
is not possible that the causes which have brought down the 
birth-rate in western countries should operate in India. 


The small class of the well-to-do and the educated people 
who are a minute section of the population and who feel the 
strain of the struggle for existence most, may indeed exercise 
the moral check to their advantage, hjit that will not appreci¬ 
ably affect the national birth-rate. rThe generally high birth¬ 
rate in India is attributed to the lafge proportion of married 
women, and this is not likely to be ohanged for years. / ^tt is 
futile to raise the marriageable age of boys only, and'*!x is 
difficult to raise the age in the case of girls. We have shown 
above that though the birth-rate in India is very high, the ex¬ 
cess of births is small, not more than 8 per thousand. While, 
therefore, the application of the Malthusian principle seems to 
be called for, there is a bitter complaint about race suicide 
among the Hindus, at any rate, of certain provinces. The in¬ 
crease among Mahomedans and Christians is much higher 
than among the Hindus, and this faot is oausing anxiety to- 
many. The following figures will make the situation clear:— 


Actual number in 

1911 (in millions. ) 
Hindus 217-5 
Muslims 1 66-6 
Christians 3-8 


Variation per cent. 

1901-11 1891-01 1881-1911 

5:0 --3 15-3 

6-7 8-9 33-0 

32-6 28 0 108-1 


The difference in the rate of increase is not satisfactorily- 
accounted for by conversions from one faith to the others or 
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similar other causes, and it is attributed largely to the pecu¬ 
liar social customs of the Hindus suoh as child marriage and 
prohibition against widow marriages. The high rate of infant 
mortality also keeps down the natural increase. 1 

It is an interesting phenomenon that the fecundity of marri¬ 
ages is not high in India compared with that in England, for 
instance, in spite of the universality of marriage an I early 
marriages in this country. The births per thousand of females! 
of reproductive ages (15-45 ) in England and Wales calculated) 
on the figures of the census of 1911, were 98 as against 128 ini 
India. But if births are calculated on the number of married/ 
females of those ages and not on the total number of females 
between 15 and 45, the Indian figure stands at 160 against 196; 
the figure for England. 2 

98. Aggregate Production :—The consideration of the 
question of the production of wealth other than food stuffs,which 
was postponed in an earlier part of this chapter, may now be 
conveniently taken up. Food is man’s primary need, and in 
the case of the country dweller in India, absorbs a major 
portion of the family income, the other requirements being of 
comparatively small importance. The cultivator, however, 
purchases his other necessaries and his little comforts by 
exchanging for them the produce of his farm, both food stuffs 
and non-food stuffs. The latter element in agricultural produc¬ 
tion has, therefore, to be taken into account and the aggregate 
purchasing power of the common people has to be found. Some 
idea of the calculation that this estimate will involve, has 
already been given, and our enquiry relating to food stuffs must 
be extended to other output. It is superfluous to repeat the 
warning regarding the misleading character of the comparative 

1 “ The moral of all those facts is plain. The Hindus are not yet a dy¬ 
ing race, but surely they are on that track. Fortunately, its causes arc 
perfectly plain. They have to tliank their own social customs, which, as we 
shall see later on, are ruining them in several other ways too. In spite of 
Muslim rule for over a thousand years, the Hindus formed 80 per cent, 
of the population of this country in 1870 but now they are nut even 70, and 
the decimation comes this time from within and not from without—surely 
a harder foe to combat. The momentous question is ‘Are we to remain indif¬ 
ferent in the faco of this crisis.’?— M. S. Kamat : The Census of India. 

2 P. K. Wattal: The Population Problem in India. 
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money incomes of different years and periods and the neoessity 
of making allowance for the varying purchasing power of the 
medium of exchange* 

Another preliminary remark that must be made here is 
that no estimate of agricultural production can be anything 
but approximate ; but such rough calculations are not without 
their value. We may take as our basis the official estimates 
of the yield of the principal crops and published among the 
A^rinnlturftl flUtintion of Tndin The estimate given there is 
44 the average outturn on average soil in a year of average 
character, as deduced from the information obtained from 
experiments made during the period under review.” Bad 
seasons and other factors which affect the area, the quantity 
and the quality of production have, therefore, to be allowed for 
in framing the estimates ; and this is done in the statistics of 
the forecasts of the principal crops officially published. What 
serious difference this makes, may be seen from one illustra¬ 
tion. The yield per acre of the variety of cotton known as 
Oomras was only 50 lbs. in 1920-21 as against 104 lbs. in 
1921-22, and the average yield for all varieties was 67 and 97 
respectively. A rough estimate of the outturn and its value 
for the year 1921-22 may, therefore, be presented as follows :— 
Agricultural Production in British India . 

{ 1) Food Crops . 


Crop. Millions Acres. 

Millions of 

Crorcs of 

Rice 

78 

Tons. 

31 

Rupees. 

4:0 

Wheat 

24 

S4 

170 

Barley 

74 

34 

50 

Jawar 

22 

8 

12g 

Bajra 

14 

3* 

63 

Ragi 

4 

1 H 

24 

Maize 

6 

2U 

36 

Gram 

12 

4 

39 

Other food grains 
and pulses 

30 

10 

112 

TQtal food grains 

190 

73 

ill 


Sugar 3 

Other food crops 8 

Total food crops 210 


31 

n 

79 


100 

50 

im 
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( 2 ) Non food crops. 


Oil seeds 

12 

2 

45 

Cotton 

15 

££ ( or 3 million 
bales) 

60 

Jute 

2 h 

n(pm „ 

30 

Other crops 

12 

4 

40 


— 

— 


Grand Total 

251 

87 

1397 


/ *In view of the faot that only a few of the orops normally 
fise to the standard yield estimated and that in one part or 
another of each Province there is annually insufficient or 
unseasonable rainfall, it will be only fair to reduce the aggregate 
Field by one-third so as to arrive at the average total agri¬ 
cultural output. This leaves us with a production of 58 million 
] 9 M l and a corresponding value of of Rupees. To 

this must be added the value of supplementary farm produce 
such as milk, cattle, straw, hides, which is usually taken at 
one-fourth to one-third of the main agricultural outturn. The 
total then becomes Rs. 1,165 crores, or in round figures, im 
crores. A further deduction must be made in consideration of 
the circumstance that the prices at which the produce has been 
converted into money, are higher than those which the cultiva¬ 
tor actually receives and thus the last figure may be safely 
brought down to Rs. ^OOOorores. The gross agricultural 
production per head ot the cultivating population comes, 
therefore, to Rs. 40 and to Rs. 48 for the whole population, the 
higher figure including middlemen’s profits and the cost of 
transport. 

99. Significance of Estimates The result of the cal¬ 
culations is likely to be regarded as unduly too low. But we 
have tested it by personal inquiry and observation and by the 
evidence reoorded in the reports of revenue officers relating to 
settlement work. 1 It agrees with Lord Curzon’s estimate, viz 
Rs. 20 for gross agricultural produce, with the necessary adjust¬ 
ment made in regard to prices which may be assumed to have 
risen more than 100 per cent, since it was made. Dr. Mann’s 
investigations 9 show that the income (profit) per acre is 

1 See Reports on Revision Settlements published by the Government 
of Bombay. 

2 Life and Labour in a Deccan Village. 
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Rs. ]4-8. Calculations as to the agricultural yield would not 
put the value of the produce per acre at more than Rs. 35. Mr. 
J. C. Jack 1 estimates the average income per head in the 
District of Faridpur at Rs. 52. Dr. Gilbert Slater’s estimate for 
the Madras Presidency is Rs. 78 per annum per head of the 
population, the value of the agricultural produce alone being 
taken at 230 crores for a total population of 41,405,404. A 
recent estimate for the Madras Presidency published for public 
criticism and compiled by the provincial Agricultural Depart¬ 
ment, puts the total agricultural production of the Presidency 
at Rs. 309 croros, or roughly, 73 rupees per head of the popula¬ 
tion. Looking into the details of the estimates we find that the 
yield and the values are taken rather too generously and 
without the necessary allowance being made. Mr. Dubey’s figure 
of agricultural outturn for 1917-18 is 68*69 million tons against 
our 73 million; and Prof. Balkrishna estimates the value of all 
agricultural produce for the year 1911-12 at Rs. 1,077 as 
gainst our figure of Rs. 1,397. This will show that our esti- 
lates, and the allowances we have made, are substantially 
correct. Assuming that Lord Curzon’s estimate of Rs. 20 was 
for the net agricultural income, Prof. Balkrishna compares it 
with his own calculation of Rs. 19 and says :—“ It should be 
, remembered that Lord Curzon’s exaggerated estimate gave 
an average income of Rs. 20 per head, while our ultima thule 
•shows the mean income per head in 1911 at Rs. 21.” 2 


/ If the diminished purchasing power of the rupee is taken 
£nto account and allowance is made for the very liberal estimate 
;bf the yield of crops made by Lord Curzon, it follows that 
^whatever betterment has been caused by agricultural improve- 
fmentB^s nearly counterbalanced by the increase in the popula¬ 
tion. M[n any case, there is no warrant for the supposition 
shat any substantial advance has taken place in the economic 
Jpondition of the mass of the people.y The only conclusion 
whioh it will be safe to draw is that the population has been 
growing upto the level of subsistence and some how managing 
to exist on the same standard of living for a quarter of a 
ceDtury. We do not here consider the changes which are tak¬ 
ing plaoe in the distribution of the national income and the 


1 The Economic life of a Bengal District. 

2 Industrial Decline in India. 
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faot that owing to the industrial and commercial evolution that 
is going on in the country, certain .c lftflpfig are-danided 1 v much, 
..betterj2SUbaB.ib.ey..were. jflfolg* That question will be dealt 
with in a later chapter. Assuming that the non*agricultural 
production of the community is half that of the agricultural 
outturn, the grossjproduction of wealth in the country will be 
about Rs. 60 per head of the population per annum. Tfjtha cost 
pfj^xoduotion is~taken to be 50 per cent, of the gross outturn, 
the uat agricultural income will be Rs. 20 per head and the net 
total income, Rs. 30. If the profits of middlemen &c. are added, 
the final net income per head will amount to 


100. Conclusion :—O yer-population is a relative ter m, 
and whether a given population may be maintained in comfort, 
will depend upon its productive capacity. As a fertile piece of 
land will feed more mouths than a sandy one, a group of indus¬ 
trious persons will produce a larger quantity of food and other 
forms of wealth than one of lazy people. A lower standard of 
living will likewise enable a larger number to be supported 
than a uniformly high standard. A growing population musft 
have a proportionately increasing quantity of subsistence if its! 
standard of living is not to be lowered. A community must, there¬ 
fore, produce more to keep pace with the increase in its num¬ 
bers. An increase in numbers often means an augmentation of 
the productive capacity of the community and is, therefore, 
not an object of anxiety. But the law of dimishing returns 
will come into operation when a certain stage of increase is 
reached and the result will be deterioration and misery. 


Growth of population, in itself, is not a sign either of pro¬ 
gress or decay. It is checked by diseases, famines and wars, 
or its growth may be limited by human prudence and moral res¬ 
traints. Under favourable conditions neither the positive nor 
the preventive checks may be called into operation and a vigor¬ 
ous population will produce more wealth than is absolutely 
necessary to support it. If the pinch of increase is felt, migra ¬ 
tion and emigrat ion will be resorted to and the pressure will be 
relieved, and better organized and more efficient methods of pro¬ 
duction and distribution will have the same ameliorating effect. 
lAmbition, the desire of independence and absorption in intel¬ 
lectual pursuits will lead people to postpone or avoid marriages 


28 
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and the number of children brought into the world will tend to» 
become smaller In a community where suoh persons form a 
large proportion of the population. 


There is no doubt about the fact that in India two or three- 
' gene rations ago, as in earlier centuries, the means of subsis¬ 
tence were ample in comparison with the population. Positive- 
checks were also largely in operation and therefore the pressure 
| of population was not felt. With the establishment of peace and 
steady government, under British rule, however, a gradual in- 
(crease in numbers began whioh was checked only by famines 
/and diseases. The increase was not accompanied by a propor¬ 
tionate augmentation of the productive power of the people, 
I and indigenous industries having declined in the meanwhile. 


the effects of over-population began to be felt. Things began 
I to look up a little with the increased demand for India ' s raw 


^Jmaterials a more equalised distribution and the consequent rise 
lin their prices. But this is not enough to meet the require¬ 
ments of a growing population, much less to raise its standard 
"of living. 


i The problem may be solved by emigration and internal 
l migration. But scope for this is small. Indians are not treat¬ 
ed well in the Colonies, in some of which the door is slammed 
in their faoes. Many Indians go to Ceylon, the Malay States 
and to other countries as coolies and thus relieve the pressure 
Jof numbers. Internal migration is possible, to a certain extent,, 
from thickly populated districts to tracts where population is 
scarce. Immigration into Bengal and Assam from neigh¬ 
bouring provinces is a noteworthy fact. Land whioh is not 
cultivated or which is not properly cultivated, may be 
made to yield a larger quantity of food. But the most 
efficaoious remedy is to enhance the productive power of 
the soil all over the country. There are indeed serious 
difficulties in the way, but something may be done in this 
direction* f/We, therefore, ultimately come to this that the 
pressure of population on the means of subsistence oan be- 
relieved only by the spread of education, an improvement in, 
all-round effioienoy and by a more efficient organization of 
production. jThe prospect in the immediate future is not, there¬ 
fore, bright unless vigorous and determined efforts are made by~ 
Government and people-; and moral oheoks to population wouldi 
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prove useful to a limited extent wherever they oan be 
exeroised. 

In India, though the aotual excess of births over deaths • 
is not very large, both the birth-rate and the death-rate are high. 1 " 
Postponement of marriage and conscious limitation of the 
numbers of children in families are the preventive restraints 
suggested by Malthus and advocated by his followers, whioh 
have succeeded in keeping down the growth of population in 
western countries. The remedy can be adopted by educated 
people in India, but the masses carnot appreciate the situation. 
As enlightenment spreads, the rate of growth deolines and the 
increase takes place only among the lower olasses. The 
Malthusian remedy is not, therefore, likely to be resorted to in 
isuch a way as to produce any appreciable effect upon the 
matural growth of population in India. 


1 “ Broadly speaking, the actual checks to population in China, India,, 
and many other parts of the world are still those so well described by 
Malthus. In India, it is true, British rule has abolished civil war, and tho total 
population has increased very rapidly during the last century as railways, im~ 
gation works and other modern innovations have added to the productive capa¬ 
city of the country. But famine is still lamentably frequent, and in spite of 
industrial progress it would seem to be true that the population readily rises 
up to the limits of the means of subsistence. ”—W. T. Layton: Introduction 
to An Essay on Population by Malthus. 
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101. Exchange:—Except in a state of primitive economic 
organization, the work of wealth-production is not completed 
till the commodity produced is exchanged for another, and if 
necessary, taken to a place where it will find purchasers. A 
worker may indeed conceivably produce for his own consump¬ 
tion, and not to speak of old times, in backward communities 
even at the present day, self-sufficing families and communities 
are not quite uncommon. But a division of labour is found 
necessary as a community advances, and specialization and co¬ 
operation in the case of individuals and groups of individuals, 
characterise the progress of civilization. Individuals exchange 
with one another the goods they have produced and thus 
satisfy their special wants. When one commodity is exchanged 
for another without the intervention of a third, which is the 
measure of value, we have a case of barter, and the use of such 
a medium of exchange bespeaks the advance of a community 
to a money economy. As the individual was induoed to 
exchange the products of his labour for those of others on 
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account of the advantage the transaction conferred on the 
exchanging parties, villages and towns began to trade with 
one another for a similar benefit. In the latter case likewise 
the exchange is between individuals; it is only considered from 
the point of view of groups. This remark applies to nations 
also. 

I The Indian village community has, for centuries, been a 
elf-sufficient republic in the economic sense. It was fully orga¬ 
nized for the production of wealth as much as for defence, and 
exchanged with neighbouring communities only such commo¬ 
dities as it was impossible locally to produce or as were super¬ 
fluous. In the village life of India, exchange is very simple and 
Vnost of it is of the nature of barter. The cultivator will often 
buy his implements and clothes by exchanging the produce of 
his fields for them and wages are also paid in kind. Formerly, 
the revenue of Government was paid i n graip, but the system of 
barter is fast givTngway before the useToT" money and is now 
almost unknown in towns and large villages. The medium of 
exchange having recently come into greater use, a struggle 
for the possession of money as a ticket for the purchase of 
any desired commodity, is becoming universal except in out- 
of-the-way places to which modern methods of trade and 
industry have not yet penetrated. It is impossible to over¬ 
estimate the advantages of exchange, and a comparison of the 
ease with which even a person of ordinary means can, now¬ 
adays, obtain a variety of articles, necessaries of life and 
luxuries, in his own locality, with the extreme difficulty 
experienced in the matter only a few years ago, will be in¬ 
structive. O wing to facilitie s of exch ange , the villagers can 
now draw upon the whole country, ancT the entire world is 
open to them for supplies. When a district is afflicted with 
scarcity* it can bring grain from neighbouring or even distant 
districts and provinces. Burma thus supplies large quantities 
of rice to the rest of India in times of drought. 

102. Markets and Fairs On market days and when 
there are fairs, villagers go regularly to the neighbouring 
town, and all kinds of purchases are made. These provide 
opportunities both to sellers and purchasers to dispose of surplus 
produce and to procure the articles required. In very small 
villages, there is hardly a single shop for such necessaries of 
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the rayat as vegetable oil, kerosene, ohillies, salt and vegetable 
or luxuries suoh as sweetmeat and toys and sugar, and they 
have to be prooured from the town hardly or from the 
market held regularly onoe or twice a week. At these markets 
articles can be had in sufficient variety and in the required 
quantity, and the prices also are reasonable. Cultivators, 
weavers, potterB and other producers take their goods to the 
market or fair where they command a large sale and middle¬ 
men and merchants also do a large business on market days. 
Cattle, butter, vegetable, fruit, cotton and woollen yarn, domes¬ 
tic utensils and numerous other objects form the staples of 
the regular markets, some of whioh specialize in certain 
varieties of goods. 

Where villagers, whether cultivators or artisans, exchange 
the produce of their labour direotly to satisfy their wants, it is 
a case of barter. The cultivator will then obtain his cloth, 
shoes, earthen pots, &c. from the village artisans in exchange 
for the baluta or fixed grain charge paid to them annually. This 
village system is, however, being steadily displaced, and pay¬ 
ment of money is beooming common. A system of oontract 
is thus being substituted for one of custom. In markets and 
fairs, this is, of course, the usual practice. Every village of 
decent size, has a shop or two of groceries and this is a kind 
of a store, the only source of the supply of artioles of every 
day use to the villagers. Other things must be purchased on 
market days as pointed out above. The weekly markets in 
certain places are of great size and attract sellers and pur¬ 
chasers from miles. A taluka with a population of 75,000 to 
i lakh souls, has, on an average, seven to twelve markets whose 
dealings amount at a time from Rs. 200 to Rs. 5,000. The 
market day is a busy day and also a holiday for the village 
folk. Families lay in a stock of necessaries to last them for 
a week. Kniokknacks, holiday clohting, sweetmeat and other 
articles of luxury are generally purchased at fairs, most of 
which are associated with religious or social festivals. 

Any extensive division of labour in the sale of commodities, 
is not possible in small plaoes. It is only in big villages and 
£owns that merchants and shopkeepers specialise in the sale of 
articles. The shopkeeper plays a very important role in tha 
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village community, and in small towns too he discharges a 
useful funotiou. He keeps a pretty large stook of goods ready to 
meet the normal demands of his customers whenever they may 
choose to buy. He prooures his supplies from different commer¬ 
cial and industrial centres and retails the articles as they are 
wanted. Certain communities and castes have speoailized in 
wholesale and retail trade and the Marwaris and the Qujars 
of the Deooan are typical in this line. Railwa ys, whioh now | 
traverse the whole continent, have revolutionised this old I 
system of exchange. The network of railways covers the/ 
whole oountry and has brought distant provinces in closed 
contact with one another. Before the fifties of the last 
•century, the means of communication in India were difficult, 
and though oommerce was maintained between north and 
south and east and west, it was precarious and its volume was 
•exceedingly small. Inter-provincial trade has enormously \ 
increased since then and the surplus of one province antr 
distriot goes to supply the deficiencies and needs of other 
provinces and districts while the oountry, as a whole, has been 
brought into direct touoh with the outside world. 

103. Ancient Indian Commerce :—This stimulus which 
the improvement of the means of communication, such as 
railways, steamships, metalled roads &o. have given, is most 
markedly seen in the wonderful development of the foreign 
trade of India. The sea-borne and foreign trade of India has 
had a brilliant history. The valuable products of Indian work-X 
tnanship and of the Indian soil, attracted merchants from all / 
parts of the globe and the people of this oountry carried on a\ 
profitable trade with the most distant parts of the world.* j 


1 “ From the earliest days, India has been a trading country. The indus¬ 
trial genius of her inhabitants even more than her natural wealth and her 
extensive sea board, distinguished her from other Asiatic lands. In contrast 
with the Arabian Peninsula on the West, with the Malayan Peninsula on the 
East, or with the equally fertile Empire of China, India has always maintained 
an active intercourse with Europe. Philology proves that the precious cargoes 
of Sol Oman’s merchant ships came from the ancient coast of Malabar. The 
brilliant mediaeval republics of Italy drew no small share of their wealth 
from tho Indian trade. It was the hope of participating in this trade that 
stimulated Columbus to the discovery of America and De Gama to the civcum- 
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In the Vedas there are distinct references 1 to those who- 
‘ desiring wealth send ships to the sea * and to voyages of 
* parties of merchants going on the ocean in ships with a 
hundred oars, to distant lands for sale and barter.’ In Budhist 
literature there is frequent mention of internal trade routes 
traversing the continent along rivers and coasts, e. g. Broach 
to Burma, and land roads. 2 Kautilya speaks of the comparative 
Advantages of water routes and land routes and cart tracks and 
Jfoot'paths, and differing from his teaoher, prefers the route lead¬ 
ing to the south to one leading to the Himalayas with the remark, 
*’ for with the exception of blankets, skins and horses, other 
articles of merchandise, such as conch shells, diamonds, preoi- 
ous stones, pearls and gold are available in plenty in the south.”* 
|Phe spices, timber and other produots of South India were 
nighly prized in foreign countries and Indian luxuries were in 
Jgreat demand in Rome. The prosperity of ancient Indian 
commerce is a matter of history, and it will be no- exaggeration 
to say that the political development of the nations of Europe, 
and therefore of the whole world, has been shaped by the keen 
competition of European powers for the monopoly of Indian 
trade. The position of India was thus simply unique. 4 


utivigalitm of the Opt of Good Hope. Spices, drugs, dyes, and rare woods ; 
fabrics of ■Jill; am! eution, jewels and g'oid and silver—those wore the tempta¬ 
tions which attracted the first adventurers from Europe. Sir W. W. Hunte r; 
Tho British Empire. 

1 P. T. Shvinivasa Iyengar: Life in Ancient India. 

2 Rhys Davids : Buddhist India. 

3 Arthashastra (Shama Shastri’s Translation) page 368. 

4 “W o shall have ample evidence to show that for full thirty centuries 
India stood out at the very heart of the Old World, and maintained her posL 
tion as one of the foremost maritime countries. She had colonies in Pegu, 
in Cambodic, in Java, in Sumatra, in Borneo, and even in the countries of the 
I art her East as far as Japan. She had trading settlements in Southern China* 
in the Malayan Peninsula, in Arabia, and in all the chief cities of Persia and 
all over the east (oast of Africa. She cultivated trade relations not only 
with the commie* of Asia but also with the whole of the then known woild, 
including the countries under the dominion of the Roman Empire, and both 
tho East and the West became the threatre of Indian commercial activity and 
gave scope to her naval energy and throbbing international life. K —Radha- 
-kiunud Muker ji : A Hi-dory of Indian Shipping* and Maritime Activity. 
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From the time of Darius when ‘India’ was a 
Persian Empire to Alexander the Great’s-invasion of the Punjab, 
from the Mauryan period of Indian history to the palmy days or 
the Homan Empire, from the fall of Rome to the Crusades and 
from the Holy Wars to the struggle of Portugal, Holland, Eng¬ 
land and France, India's communication with Western Asia and 
Europe was maintained along sea and land routes and Indian 
harbours on th j western and eastern ooasts were ever alive 
with trade in indigenous products like diamonds, pearls, spices, 
ivory, doth &o. India received payment largely in preoious 
metals from the West. The foreign trade was carried on for 
oenturies through Persia, Mesapotemia and Asia Minor and 
over the Arabian sea from and to ports on the Malabar coast. The 
share of southern India in this foreign trade, was considerable. 
The history of India’s foreign trade during the seventeenth 
and eighteenth oenturies, is a reoord of the commercial rivalries 
and of a struggle for trade supremacy among the Portuguese, 
the Dutch, the French and the English. One after another, 
these rivals dropped out, and the British East India Company 
remained master of the field. “ Just before the first half of the 
eighteenth century, the English had to face the open hostility 
of the Frenoh; and the history of trade is merged in that of 
territorial acquisition, till in 1813 the trading functions of the 
Company in India were brought to a dose, exoept so far 
as the monopoly of trade with China was concerned and this 
also oeased in 1833." 1 2 


India’s foreign trade in the beginning of the nineteenth 
century, was comparatively very small. The European adven¬ 
turers had not been able to penetrate the interior of the oountry 
and there were no facilities for suoh impenetration. “ It was 
In faot practically impossible to penetrate inland or to draw 
thence to the coast any of the produots of the interior ; and 
eveh if facilities had existed for local traffio, it would have been 
impossible in the conditions of navigation whioh then existed, 
to oonvey to Europe at a profit the bulky artioles of low value 
whioh now maintain great fleets of ooean steamers and are 
the staples of Indian trade .” 3 The monopoly of the trade and 


1 Imperial Gazetteer, Yol. Ill, page 259. 

2 Ibid. 

29 
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the disturbed nature of the internal state of the country, were 
additional causes which limited the dimensions of the foreign 
(Ifcrade. The East India Company, however, seleoted precious 
! cargo whioh fetched enormously high prices in England, and 
[the dividend it gave in 1832 was 150 per cent. 

104. Cinder Company Government 'The Maho- 
medan and Hindu rulers did not and could not devote much 
attention to the development of foreign trade. European 
traders secured concessions from them and established their 
4 factories’ at various ports. Abut Fazl describes a number of 
these busy ports, and referring to the coast of Gujarat, remarks : 

44 Through the negligence of subhedars and their officers, 
several of the sirlcars are in the possession of the Europeans ; 
amongst the number are Dummun, Surjaun (St. John) Tara- 
poor, Mahum, and Bussy (Bassien), whioh are oities and 
emporiums.” 1 The country was so rich that it was not felt 
'"necessary to ezohange indigenous produce for foreign imports 
to the same extent as it was in European countries whioh vied 
with one another to obtain the valuable produots of India. 
The rulers were self-oentred and were concerned more with the 
stability and prosperity of their own kingdoms than with the 
foreign trade of the oountry as a whole. As Sir W. W. Hunter 
remarks, the British rulers were not temple builders like Hindu 
kings or palace builders like Mahomedan nabobs and emperors, 
or fort-builders like the Maratha warriors, but thev were 
essentially builders of oommeroial towns, and their talent lay 
in selecting and developing centres of trade. In the hands of 
the British East India Company, whioh had beoome a territorial 
and sovereign power by the beginning of the nineteenth cen¬ 
tury, foreign trade steadily increased in dimensions. At the 
beginning of the eighteenth century the value of exports from 
India hardly amounted to one million £, but by 183i it ex¬ 
ceeded £ 8 million. 

Under the rule of the Moguls and the Marathas, internal 
trade continued to be carried on in the old way. Big caravans 
conveyed goods from one part of the country to another and 
one olass of traders specialized in this traffie. Abut Fazl 
describes various oentres of industry and the kind of trade that 


1 Ayeen Akbcri. 
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-was carried on with them. Speaking of the subha of Malwa 
he says that ‘this province is so fertile that it supplies both the 
Deccan and Gujarat with grain.’ Agra, Allahabad, Burhanpur 
and other large oities are described as industrial centres where 
craftsman of all denominations congregated and produoed a rich 
variety of artioles. Among the commodities imported into 
Oudh from the Northern mountains the following are mention¬ 
ed :—Gold, copper, lead, musk, cow tails, grapes, pepper, wax, 
woollen oloths, wooden ware, amber, rook salt and glass toys. 
They were brought on the backs of men, horses and goats. 

The Industrial Revolution in England which meant the in- 

-, . . - | - ■ - , , iin „ - - T - ^ 

troduotion of steam power and machinery and consequently the 
produotion oTcheap articles on a’I&rgc carte;"syntrtrro'Qf'sed with 
an industrial revolution of a different kind involving the stag¬ 
nation and decline of the industries of India, which were reflect¬ 
ed in and assisted by India’s foreign trade. Indian trade was 
opened to European private merchants in 1813, and during sixteen 
years after that date, the Company’s trade averaged £ 1,882,718 
annually, while private trade averaged £ 5,451,452 annually. 1 
jKiis unfortunate revolution in the character of the foreign 
t?ade of India was disastrous to her industries.^The people were 
driven from their handicrafts to the plough/ and agriculture 
tended to become the sole support of an increasing population, 
^he unsatisfactory economic condition of India to-day, when 
our exports consist mainly of raw materials and our imports 
of manufactured goods, may be traced to this revolution. How 
phe position of India as a producer and exporter of cotton piece 
/goods was reversed, may be seen from the following figures re- 

1 u The process of the extinction of Indian manufactures went on how¬ 
ever, under the new arrangements; in 1813 Calcutta exported to London two 
millions sterling of cotton goods ; in 1830 Calcutta imported two millions ster¬ 
ling of British cotton manufactures. The first import of British cotton twist 
into India was in 1823; in 1824 it was 121,000 lbs.; in *828 it rose to 
4,000,000 lbs. Woollen goods, copper, lead, iron, glass and earthen ware were 
also imported. British manufactures were imported into Calcutta on payment 
of a small duty of 2 per cent, while the import of Indian manufactures into 
England was discouraged by many duties ranging up to 400 per cent, on their 
value. R. C. Butt: “India Under Early British Rule’*, page 203. 
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latiog to the import of Indian cotton goods into England, and 
the export of English ootton goods to India. 


Cotton Piece Goods imported into Great Britain from the 
East Indies:— 


1814 

1821 

1828 

1834 


1,266,608 Pieces. 
534,495 „ 

422,504 „ 

306,086 „ 


British Cotton Manufactures exported to India. 


1814 

1821 

1828 

1835 


818,208 yards. 
19,138,726 
42,822,077 „ 

51,777,277 „ 


1C5. Railways and IrrigationWhile this reverse 
process was in operation, imports of British cotton goods had 
to pay a duty of only per cent; while the corresponding- 
imports into England were subjected to a duty of 10 per cent. 

, Owing to the defective character of the means of communica¬ 
tion in India and the heavy freights which had to be paid on 
exports abroad, the development of trade was very slow. 1 A 
jpolicy of vigorous improvement of communications and thn 
oonstruotion of railways, was commen ced in the time of Lor d 
j Dalhousi e and was pursued in spite of financial difficulties, 
[interest on railway oapital guaranteed to companies or raised 
by Government, was paid out of revenue and ‘cotton roads’ were 
/pushed on with rapidity. Fed with the free trade doctrine 
! which had become the economic creed of England and urged 
iforwardby the self-interest of Lancashire, Government was 
/anxious to open the country by means of railways and roads 
jin order to facilitate the export of India’s raw products and 


1 “The progress of the trade continued, however, to ho comparatively 
slow, owing to the natural obstructions which remained after the Company had 
established its rule over much of the Indian continent. During the first half 
of the 19th century roads were non-existent except where they had been con¬ 
structed for military purposes; off these great routes all traffic was can ied , 
over narrow unmettled tracks impossible during the monsoon.’’—Imperial 
Cazctteer, Vol. Ill, page 261. 
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the imports of manufactured goods, regardless of the consequen¬ 
ces to the economic future of the Indian people. The needs 
of irrigation which should have been pushed forward with 
equal, if not greater, enthusiasm and vigour, were ignored 
though they were and have been pressed upon Government’s 
attention. Faoility of transport was desirable ; but it was more* 
desirable that the productivity of the soil should have beenl 
directly enhanced. But railway extension was, for yearsJ 
Government’s great obsession and irrigation was treated with 
-comparative neglect. This question was raised more than 
fifty yers ago. The author of “The Indian Problem Solved” 
puts it thus:—“ Does India want railways or irrigation works ? 
Can railways provide water for India’s land when land is 
thirsty and hard baked, or provide drainage for preventing 
floods ? Can railways produoe food grains and other agri¬ 
cultural produce, as it is created by water from irrigation 
works ?...Can famines be prevented in India to any extent to 
be compared with irrigation works? The answer to all these 
questions must be in the negative ”. The hasty extension of 
railways, unacoompanied by other measures of economic im¬ 
provement, had disastrous effects upon the indigenous indus¬ 
tries, and therefore, on the productive oapacity of the people. 1 

1 “The extraordinary rapidity with which the construction of railways in 
India was achieved, produced an economic revolution in that country which 
like all revolutions, was not unaccompanied by suffering. The obligation to 
eave life in times of drought and the necessity of lines of strategic utility 
( for it was the mutiny which gave the first veal incentive to construction ) 
have been the cause of the rapidity ; and it has had for effect the destruction 
of the native industries and the concentration of labour on that very employ¬ 
ment to which droughts are the most dangerous. Had strategic or economic 
considerations allowed the change to be more gradual, it is conceivable that 
greater powers of resistance might have been shown by the native industries, 
that the lessons of the West might have been taught before destruction was 
inevitable, so that labour might have drifted to otheT occupations as well as 
to agriculture.”—Loveday •. Indian Famines. 
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106, Features of Foreign Trade: —The steady growth 
of India’s foreign trade will be seen from the following 
figures • 

Imports, Exports, 
including including 
treasure, re-exports. 


Average 

1834-5 

to 1838-9 

Crores of Ids. 


,.11:32. 

V 

1839-40 

to 1843-4 

ii 

10*45 

14*25 

D 

1344-5 

to 1848—9 

ii 

12*21 

16*99 


1349-50 

to 1853—4 

ii 

15*85 

20*02 

11 

1854-5 

to 1858-9 


26*85 

25*85 


1859-60 

to 1863—4 

ii 

41*06 

43*17 

17 

1894-5 

to 1868-9 

ii 

49*31 

57*66 

11 

1869-70 

to 1873-4 

ii 

41*30 

57*84 

11 

1874-5 

to 1878-9 

ii 

48*22 

63*13 

17 

1879-80 

to 1883-4 

ii 

61*81 

80*41 


1384-5 

to 1388-9 

ii 

75*13 

90*23 

11 

1889-90 

to 1893-4 

ii 

88*70 

108*67 

If 

1894-5 

to 1898-6 

ii 

88*59 

113*93 

} 1 

1899-1900 to 1903-4 

ii 

110*69 

135*59 


1904-5 


ii 

143*92~~ 

174*26 


1905-06 


n 

143*76 

177*30 


1906-07 


ii 

161*87 

182*74 


1907-08 


ii 

178*93 

182*93 


1903-09 


ii 

151*53 

159*46 


1909-10 


ii 

160*17 

194*36 


1910-11 


ii 

173*47 

217*08 


1911-12 


if 

197*52 

238*36 


1912-13 


ii 

228*46 

256*85 


1913-14 1 


ii 

234*74 

259m. 


191445 


ii 

166*73 

187*46 


1915-16 


ii 

150*11 

207*70 


1916-17 


ii 

198*70 

253*72 


1917*18* 


ii 

164*03 

244 9 


191849 s 


ii 

188*5 

255*2 


1919-20 2 


ii 

$ 21:79 

332*76 


1920-21 2 


ii 

347*14 

265*93 


1 Figures for the war period and post-war years, are not useful for 
comparison on account of the abnormal conditions of war time and the ex¬ 
traordinarily high prices which have recently prevailed. The figures for 
1919-20 and 1920-21 broke all past record, the total import and export trade- 
exceeding 600 crores of rupees in value. 

2 Excluding treasure. 
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/pha nharn-f"-*-*** features (of this development of trade 
which arrest attention, are (1) that the old staples of export 
and import have entirely been replaoed by otherdhf The rare 
and valuable produots of India, manufactures as well as raw 
materials, which were in de mand in fo reign countries, have 
now given place to such raw materials and food^Ta TlfB^as are 
required in those countries tor purposes of manufacture and 
food. 1 The imports consist mainly of manufact ured goods 
which are either altogether new to theuse o?™theTpeople, e. g. 
motorcars, matohes &o or have displaced articles formerly 
turned out in this country. (2)$he annual excess of exports 
over imports has steadily increased so that the balance of trade 
is normally largely in favour of India. Bulk of this excess re¬ 
presents the ' Home Charges' which this oountry has to pay 
annually in Englan^ the profits of European merchants and 
firms and the saving of European officials remitted to England. 
\(3) The balance of the excess is received in India in the form of 
pold and silver, (4) The net imports of the precious metals, 
'though they appear to be absolutely large are not considerable 
in view of the huge population of this country. (5) These 
imports of the precious metals also point unmistakably as much 
to the eoonomio backwardness and low standard of living of the 
people as to their peouliar habits and social customs. (6) Bulk 
of the imports, about 65 per cent., oome from the United King¬ 
dom which, however, takes only 25 per cent, of our exports. (7) 
The profits of this trade and the gains derived from shipping, 
insurance, banking &o. connected with it, fall into the hands 

1 Tlio exports of textiles, sugar, coffee,gindigo, shawls, silk &c., have 
fallen off and those of raw cotton, jute, oil-seeds and tea have increased 
This increase is largely taken by foreign countries. Thus between 1875-76 
and 1913-14, the exports to the United Kingdom of silk goods fell from 12-J 
lakhs to Rs. 1% lakhs, of sugar from 17$4 lakhs to 4J4 lakhs, of indigo from 
1?4 crores to 6 lakhs, of shawls from 8 lakhs to 12 thousand, of raw cotton 
from 7J4 crores to li crores while the exports of tea increased from 2 crores 
to lOj^ crores, of grain and pulses, from 3^ crores to 12 crores and of raw 
jute from 2$$ crores to 11 ^ crores. The imports from the United Kingdom 
during the same period, increased in the case of cotton goods from Rs. 18J 
to 59| crores, of hardware and cutlery from 46 ^ lakhs to 2* crores and of 
aonp from 2 * lakhs to 68i lakhs. 
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of Europeans. ( 8 ) 67 its effect on consumption and production 
foreign trade has brought about a social no less than an eco¬ 
nomic revolution. And (9) internally it has tended to establish 
a new equilibrium of supply and demand and the equalization 
of prioes over large areas. 

1). 107. War and Foreign Trade.— The period of war was 

' naturally a time of abnormal conditions and the years that 
immediately succeeded its dose, marked a slow transition to 
the normal state. Economically, the world is still out of gear 
and the restoration of the pre-war equilibrium has yet to take 
place. The diatraotion of (the world-wide struggle and India’s 
direct participation in its prosecution, had the effect of curtail¬ 
ing imports, stimulating exports of war necessaries, raising the 
ralues of foreign trade and cheoking the inflow of gold. The 
;erraination of the war was followed by an industrial and 
sommercial boom; but the anticipations of-prosperity were 
joruelly disappointed. Imports which- had been ordered in 
expectation of industrial activity, poured into the country but 
exports were not in sufficient demand in outside countries 
owing to economio and financial depression. The balanoe of 
trade, usually fovourable to India, became suddenly adverse 
I and there was a net export of gold I Foreign exohange whioh 
I had soared to unprecedented heights, callapsed with a thud and 
I things have only just begun to look up in this connection. All 
i these features will be found dearly reflected in the following 
1 statistics:— 

Foreign Trade ( In Lakhs of Rs .) 


I I 

a h 


Quinquennial average I 

1909-10 to 1913-14.151-67 224-23 375 90 47-20 8-32 38-88 431-42 28-15 
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Quinquennial average 

1914-15 to 1918-19. 159-25 226-83 385-08 39-07 7-30 31-77 [431-45 7-88 

In the year 1919-20 221-70 332-76 554-46 78-24 13-68 64-56 646-38 35*33 

In the year 1920-21 347 14 265-93'613 07 34-59 26-17 8-42 673-83 2-11 
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108. Industrial Revolution.— The change in India from 
a position In which there was a healthy co-ordination of the 
agricultural and non-agrioultural industries, to a condition in 
which the country has become a big market for the sale of 
Western, ( now Japanese also, ) manufactures and a field for 
the production of raw materials to be manipulated in foreign 
factories and mills is a case of retrogression which is respon¬ 
sible for the decadence and poverty of the people. 1 The positior 
of dependence and helplessness was accentuated by the extension 
of railways which threw into disorder the old economic 
organization by bringing the factories of England into des¬ 
tructive competition with the handicrafts of India. 

The industrial revolution in England meant the substitu¬ 
tion of machinery in the place of manual labour, the applica¬ 
tion of large masses of capital to wealth-production by profes¬ 
sional enterprisers and the conversion of autonomous workers 
into factory hands. It meant the predominance of manufac¬ 
tures over agriculture and an enormous increase in the 
quantity of wealth created and in foreign trade. It required 
and led to freedom of trade on aooount of the urgent demand 
for cheap raw materials and food and open markets for 
the disposal of manufactures. And it signified inoreased 
national capacity for wealth-creation and augmented national 
dividend. But the industrial revolution which oocurred in 
this country on the establishment of British rule, was not 
only the reversal of the character of India’s import and 


1 “The great Indian Dependency of England had, during this century, 
come to supply the place of the old colonies. This Dependency has come to 
be regarded as a Plantation, growing raw produce to be shipped by British 
Agents in British ships, to be worked into fabrics by British skill and capital, 
and to be re-exported to the Dependency by British merchants to their 
corresponding British firms in India and elsewhere. The development of 
steam power and mechanical skill joined with increased facilities of com¬ 
munication, have lent strength to this tendency of the times, and as one 
result of the change, the gradual ruralization of this great dependency, and 
the rapid decadence of native manufacture and trade, became distinctly 
marked. Even now the danger is not over.”—Banade : Essays in Indian 
Economics. 

30 
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export trade and the consequent disturbance in the harmony 
and co-ordination between agriculture and manufactures- 
but the deoline of handicrafts and other industries and the 
resultant impoverishment and demoralization of the people. r 
The growing imports of foreign manufactures and exports of 
raw products precluded healthy eoonomio development and 
brought about stagnation and deterioration. The rayots and 
craftsmen were left to fight the eoonomio revolution in the best 
way they oould. Ip England they won ; in India the battle- 

hjjs_hee»~l«st. ~ -—■— 

The Public Works policy of Government which was direct- 
ad to the rapid construction of r ailway s and other means of 
communication and the use of big steamers for the conveyance 
of goods and of the Su ez Ca nal asthe trade route to India,, 
ioined to the mistaken enthusiasm of Government for free tra de 
vhioh was utterly unsuited to the condition of India, aggravat¬ 
'd the situation ; and it will take years to foster a counter¬ 
revolution in the state ot things which developed in the course 
>f the nineteenth century. The self-interest of British manu¬ 
facturers saw nothing wrong in this exploitation of India and 
economists lent the support of their theories to the self- 
oomplaceney of rulers who congratulated themselves and tho 
country on the eoonomio development which they strove to 

1 The economic revolution which took place in.Eugland was the result of 
indigenous forces, and, as in the case of all external changes which correspond 
lo internal activities, after a period of disturbance during which capital and 

labour shifted to new spheres of action, a new equilibrium was established. 
Capitalists who were deprived of the old sorts of investments found new" 
ones offered to them, workmen who found old industries failing, moved to a 
much larger world of work. But in India the upper classes have lost many 
of their old sources of income as administrators, soldiers and public servants 
of various sorts, while the rayat has no compensating source of income 
in the new transport service.and old industries, apart from agri¬ 

culture, which employed millions all over the country, are being gradually 
destroyed by foreign competition, which has been actually facilitated by 
taxes to the amount of thirty millions sterling squeezed out of the rayot’e 
own pocket to pay for improved communications euphemistically called open* 
ing* up the country to free trade.”—A. K. Connel : The Economic Revolution 
of India. 
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promote. Famine and poverty were believed to be natural 
calamities; and foreign trade flourished, railway expanded 
and publio finance was prosperous. The administrators saw 
everything that they had made, and, 'behold, it was very good!’ 

109. Theory of Exchange The whole theory or 
international exchange, i s based on the reciprocal ad vanta ge^ 
exchange confers on nations trading with each oth er. A 
division of labour thug arises among nation s which begin tu 
specialise in pa rticular industries for whioh they are best .fitted 
■ owing to natural or acquired ad van tages Ththe early stages 
of their eoonomic development families and nations were, more 
or less, self-sufficient. But this self-sufficiency was found to- 
be wasteful and specialization was gradually substituted for it. 

[ By concentrating its energies and resources upon the produc¬ 
tions of goods which it can produoe at the least cost and 
exchanging them for commodities which are produced under 
iimilar conditions by other nations, a community benefits itself 
/and those nations because production takes place under the 
ynost favourable conditions and the benefit is shared by all. 
From the point of view of pure eoonomic theory, international, 
like internal exohange, is obviously benefioial. International 
exchange is only an extension of the principle of^xchange 
between individuals, districts and provinces of the same coun¬ 
try. Two nations exchange produots with eaoh other because 
that operation confers an equal benefit on both. Trade arises 
between countries on account of the relative and not the 
absolute advantage that results from it. England may produce - 
wheat more cheaply than Russia but she will produce other 
artioles still more cheaply and will, therefore, exohange the 
latter for wheat imported from Russia. 

-"“'This doctrine is, however, subjeot to important limitations 
Mp its application to aotual conditions. The question will be 
dealt with at length in the next ohapter. It is sufficient here 
to point out that free international exohange may, under 
certain oiroumstances, lead to eoonomio development that is- 
undesirable from more than one point of view. Id the firsts 
place, " the so-called system of the territorial divisi on of 
labour by whioh the orthodox economists assign to the back¬ 
ward torrid zone regions of Asia the duty of producing raw 
materials and olaim for the advanced European temperate zone 
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'Countries the work of transport and manufactures, as a division 
of labour in production which is fraught with the highest 
advantage to all and is almost a providential dispensation, 
against which it would be foolish to rebel,” 1 2 is not such an 
inevitable ncca ssitv or a benefioent arrangement. Seoondly, 
the eoonomio readjustment which follows such an interna* 
tional division of labour does not stand upon the same 
footing as the changing and changed tendencies of exchange 
between individuals, classes and communities within the same 
political unit. Within a country, what one part loses 
another gains: there is internal migration and a readjust¬ 
ment of distribution. But this does not happen in international 
trade. Immigration is not free and easy: the distribution is 
not fair and equitable. The cosmopolitan ideal militates 
against the nationalism of peoples who are anxious to conserve 
their industries in the midst of international competition and 
struggle for supremacy^Thirdly, the ruin of a nation's industries 
^caused by free intertfStional exchange may be an exhorbitant 
Price to pay for the advantage of obtaining foreign commodities 
< cheap. The loss in productive power may be much greater 
than the gain represented by cheapness of foreign goods secured 
in exchange for home produce. 

Effects of the Revolution: —If the advantage of 
exchange lies in the surplus satisfaction which the parties to 
the transaction obtain, we must make sure that there is such a 
balance of benefit in a nation's trade with] foreign countries. * 


1 Banade : Essays in Indian Economics. 

2 “ We are often told that one of the advantages of the expansion of our 
import trade is that we get our supply of manufactured articles much cheaper 
and better than we can have ourselves with our present means and appliances. 
This is true enough and is no doubt our gain as consumers but what a price 
are we paying for this, Reproducers and labourers ? Our home manufactures are 
almost now gone down and this collapse means to us much more than is com¬ 
monly supposed, (lstly) It means to us the disruption of our industrial organi¬ 
sation and a change from a many-sided system to one resting on the basis of a 
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in the case of India, the purely eoonomio revolution went on 
/aide by side with far-reaching ohange in the administrative 
system of the country. Being deprived of its share in Govern- 
ment, the middle olass lost its enterprise, initiative and energy 
and considerable wealth was taken out of the oountry for the 
I support of European civil servants and soldiers. But the 
,laissez faire dootrine was in the ascendant, the olaims of' 
Indians to equality of opportunity in their own country, were 
I ignored and the trustees who managed India’s affairs for the 
good of her people were content to trust to natural laws, to- 
freedom of exchange and to unrestricted competition without 
notioing the disastrous consequences of their polioy. Even 
dire famines, diseases, starvation and heavy mortality and the- 
pronouncements of Famine Commissions did not rouse them to 
action. Industrial skill deteriorated, the peasantry was im¬ 
poverished, the middle olass deolined in influence, indebtedness- 
grew and there was an all-round weakening of the muscles of 
-enterprise and production. 

There has been such a strong revulsion in the mind of' 
economio students against the rigidity of the theory of inter¬ 
national exchange referred to above, that even in England, the 
stronghold of orthodox views on this question, many conversions 
have taken place lately to the other side which emphasises the- 
view of national, racial and imperial considerations so often 
Ignored by abstraot reasoners. A writer observes :— “And the 

single industry ; ( 2ndly ) it means to us the transfer, enforced, compulsory 
transfer of one half of our industrial population from fields of skilled labour 
to fields of unskilled labour, involving as its necessary consequence a distinct 
deterioration in their standard of life and comfort ; ( 3rdly ) it means to us a 
fearful falling off in the condition and resources of the middle classes, who 
are the baokbono of every fairly progressive community ; (4thly) it means to 
us a dangerous contraction of the total national provision for a growing 
population ; changes all of a grave and wide-reacliing character, amounting 
to a most disastrous economic revolution highly detrimental to the moral, 
social and intollectul well-being of the entire-nation.”—G.JV. Joshi’s Writings 
»nd Speeches, page 651. 
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practical conclusion of it all is, ( and it might be inaoribed as a 
maxim over a nation’s ports in letters of gold), that in the game 
of commeroe which is being played between nation and nation— 
1 ‘Never sacrifice an instrument of production to a foreign nation 
‘for the sake of merely cheaper produot of the same kind of 
^instrument but better which they possess but which you do not 
,fcut do as you do at home and sacrifice it only to the acquire¬ 
ment of the superior i nstrument of productio n itse lf, which 
'^cheapened that product—if you can get it,” 1 In the indus¬ 
trial revolution which occurred during the last century in Indial 
the indigenous producers lost their instruments. They had no \ 
opportunity to adjust themselves to the new conditions and 
i;heir loss was not the gain of other olasses in the country but 
went to strengthen the economic position of foreign nations,J 
they being left to drift helplessly and be stranded on the rocks 
and shoals of economic ruin. The lessons taught to England 
by the experience of the world-war and the notion taken by the 
British Government in oonneotien therewith, throw an inter¬ 
esting light upon the unwisdom of the polioy of Indian rulers 
regarding our industries and trade for over a century. 

HI. Chief Characteristics:— The internal trade of India 
is several times as large as the foreign trade and has been enor¬ 
mously stimulated by improved means of communication, the' 
post and the telegraph. The increased dimensions of trade, 
external and internal, have created a large army of middlemen 
who make large profits out of exchange operations, and specu¬ 
lation in the dealings in many of the staples is a marked feature 
of recent developments. The producer does not get the full value 
-of his commodities on acoount of the intervention of the in¬ 
termediaries and the consumer also is a great sufferer. Before 
describing the organization of foreign trade, especially exports, 
we shall point out a few important features of our foreign trade 
in general. 


1 John Beattie Crozier: The Wheel of Wealth. 
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We give below a few statistics relating to trade for the 
years 1904-05,1913-14 and 1920-21, and the comparison'wiM be 
found most instructive :— 



1904-05 

Rs. 

(lakhs). 

1913-14 

Rs. 

(lakhs). 

1920-21 

Rs. 

(lakhs). 

Total Foreign Seaborne trade (merchandise) 

262,12 

440,35 

613,07 

Exports including re-exports 

• •a 

... 

157,72 

249,04 

265,93 

Imports ... 


• • • 

104,41 

191,31 

347,94 

Net imports of treasure 

... 


22,97 

36,36 

8,42 

Net imports of gold 

Ml 

a t • 

9,70 

23,23 

2,11 

Total inland trade (merchandise) 

• •• 

558,36 

870,30 

1272,72 

„ Coasting trade (merchandise) 

Ml 

76,53 

118,72 

209,21 

„ Frontier trade (merchandise) 

.. 

13,19 

19,25 

33,97 

■Cross railway earnings 

IM 

IM 

39,67 

62,56 

80,97 

Railroad mileage: miles 


• •• 

27,727 

34,699 

36,750 

Total area (1,000 acres) 


•• 

535,974 

618,927 

625,149 

Cultivated area „ 


... 

207,721 

224,166 

222,835 

"Wheat raised (1,000 tons) 


... 

7,583 

8,427 

6,618 

Eioe „ „ 


• • • 

22,423 

28,167 

27,713 

Cotton (1,000 bales) 


• • 

3,791 

5,201 

3,601 

Jute „ 


III 

7,400 

7,87 

6,000 

Coal (1,000 tons) 



8,217 

16,208 

18,321 

Shipping: tonnage 


... 

13,881 

17,386 

15,473 

Customs revenue (Rs. lakhs) 

• •• 

• • 

6,20 

10,64 

31,88 

Paper CuiTency (gross circulation) 

• • • 

39,18 

66,12 

166,15 

Population, last census (1911) 


#M 

•** 

315,083,772 


„ preceding census (1901) 

IM 

... 

294,292,433 

••• 
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The share of foreign trade per head of the population int 
India is small as compared with that of other countries. The 
increase in the value of the trade shown in the above table, is- 
largely due to the enhanced prioes of many of the staple- 

——*--- r t -.r- — -— i" — 

products exported and of manufactured-commodities imported. 
r The exports of food grains though they averaged 21 per cent., 
of the total exports before the war, are almost negligible, being 
4 per cent, of the aggregate production \ but the percentage of 
exports is very high in the case of cotton, jute, oil-seeds, tea. 
and indigo, one half to one-third of the quantity produced 
being exported. Among food grains, rioe and wheat have the 
predominant share. The following table gives the percentages 
of exports of certain principal crops to total ,'produotion for a. 
series of years :— 

Percentage of Exports to Production. 


Crop. 

Average of 
5 years, 
1909-14 

Average of 
5 years, 
1914-19 

Year 

1919-20 

Year 

1920-21 

ltice 

• • • 

9 

- 6 

2 

4 

Wheat 

• •• 

15 

9 

1 

3 

Bailey 


• •t 

4 

•07 

2; 

Gram 


• •• 

6 

•3 

2 

Bape and Mustard 

- 

23 

8 

16 

16 

Linseed 

• •• 

76 

59 

107 

45* 

Sesamum 

• •• 

26 

8 

11 

3 

Ground nut 

IM 

38 

12 

18 

13 

Colton (raw) 

• • • 

56 

51 

41 

68 

Jute 

... 

51 

31 

39 

45 


Quantitatively speaking, owing to the industrial depress 
sion prevailing all over the world, trade.has consid era bly 
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decreased instead of increasing. This will be clear from the 
following table '— 



© . 
'Sh 

© A 
© o 

p CM 

Ck 

rH <T3 ' 

CM © ^ 

S Jj> «H 

aj 1* ? ^ 

ogS H 

TJ . 

■g? 

Increase (+) or decre¬ 
ase (-) as compared 
with 1913-14 due to 
variations in. 


. © »*H 

<35 —« 

> 

§ © c 

•i'S * 

© 

J2.2 
> 

Quantity. 

Price. 

Imports 

Rs. 

(lakhs ) 

Rs. 

(lakhs) 

Rs. 

(lakhs ) 

Rs. 

(lakhs) 

Rs. 

(lakhs ) 

Food, drink, tobacco ... 

35,97 

11,86 

24,66 

-12,80 

+ 24,11 

Raw Materials ... 

17,11 

10,24 

10,56 

- 32 

+ 6,87 

Manufactures 

2,74,98 

i 

1,15,87 

1,45,15 

-29,28 

+ 1,59,11 

Total Imports (including 
miscellaneous) 

i 

i 

3,35,60 

1,41,70 

1,83,25 

-41,55 

+ 1,93,90 

Exports of Indian Merchan¬ 
dise 






Food, drink, tobacco 

43,67 

35,41 

64,74 

-29,33 

+ 8,2 6 

Raw Materials 

1,03,43 

73,98 

1,22,46 

-48,48 

+29,45 

Manufactures 

86,91 

59,49 

54,59 

+4,90 

+27,42 

Total Exports (including 
miscellaneous) ...j 

2,38 ; 30 

1,71,59 

2,44,20 

-72,61 

+66,71 


It is a remarkable feature of India’s foreign trade that the 
bulk of the imports oonsist of manufactured articles and half 
the exports of raw materials ; and this characteristic to which 
we have referred before, as a disagreeable indication of the 
ruralisation of India, distinguishes even the latest trade 
statistics. When after the outbreak of the war, the oapture- 
the-enemy-trade cry was heard on all sides, it was believed 
that India would be able to fill in the gaps left by the cessation 
of imports from enemy countries with similar produots of home 
manufacture. But little suooess could be aohieved in this 
'matter ; and the reason why India failed when Japan oould 
31 
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jump 1 with a bound to occupy our markets, was that this 
country was ill-equipped with the essentials of Industrial 
progress and had to look on helplessly.* The nature of our 
foreign trade and the relative importance of different com¬ 
modities therein, will be seen from the following two state¬ 
ments. 

Values of chief imports and exports are given below 

i 

Imports. 



1913-14 

1918-19 

1919-20 

1920-21 


Rs. (lakbs) 

Rs. (lakhs) 

Rs. (lakhs) 

Rs. (lakhs) 

Cotton goods 

... 62,14 

£8. 

54 r 72——. 

_ 

,, twist and yarn 

4,16 

8,87 

4,36 

13,59 

Ir*>n and Steel 

16,01 

12,45 

16,33 

31,30 

Machinery 

... 8*26_ 

__ 

.9*58 _ 

24,09 

Railway plant 

16,03 

1,04 

4,59 

14,13 

Sugar 

... 14,96 

15,61 

22,99 

18,50 

Motor cars and Cycles 

... 1 ; 53 

39 

3,93 

12,34 

Hardware 

... 3,95 

3,21 

4,37 

9,08 

Mineral Oil 

4,12 

3,61 

9,26 

8,34 

Paper and paste board 

... 1,59 

2,72 

2,34 

7,30 


1 The pre-war average share of Japan in our imports was 2*5 per cent.; 
it increased to 5*7 and to 8*9 per cent, in 1915-16 and in 1916-17 respectively. 
u Since the out-break of war imports from Japan have increased by 266 per 
cent, as compared with the pre-war quinquennial average and the exports by 
57 per cent. The chief article of import in 1916-17 was piece goods which 
were valued at Rs. 2,43 lakhs as against Rs. 6 lakhs, the pre-war quinquennial 
average. The next important articles were silk goods, hosiery, watches, glass 
and cotton yarn. As compared with the pre-war year 1913-14, glass war© 
increased by Rs. 74 lakhs, watches by 52 lakhs, hosiery and hardware by 
Rs. 44 lakhs each, sugar by nearly Rs. 41 lakhs and cotton yarn by Rs. 39 
lakhs.”—Review of the Trade of India, 1916-17. 

# ^ ^he Munitions Board did a good deal in manufacturing locally articles 
which used to be imported and thus demonstrated the industrial possibilities 
of India. It is to be seen whether this experience leads to any substantial 
and permanent results in the immediate post* war period. 
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II. 

Exports. 




1913-14 

1919-20 

1920-21 



Be. (lakhs) 

Rs. (lakhs) 

Rs. (lakhs) 

Jute, TAW 


30,83 

24,70 

16,36 

„ manufactured 

Ml 

28,27 

50,01 

52,99 

Cotton, raw 

• •• 

41,04 

58,65 

41,63 

„ manufactured 

Ml 

12,12 

27,41 

18,27 

Food grains and flour 


45,14 

15,15 

25,65 

Seeds 

• II 

25,68 

26,27 

16,83 

Tea 

• as 

14,97 

20,56 

12,15 

Hides and Skins raw 

• •a 

4,25 

12,55 

5,25 

„ „ tanned or 

dressed. 

1,97 

7,26 

3,17 

The grouping of articles of export and import in 

the trade 


statistics, is not very happy in view of an inquiry into the form 


and character of the articles exported and imported. Taking 
the classification as it is, however, we notice the following 
relative shares of the four different categories of articles :— 


Percentage share of main classes in total trade. 



Exports 

Relative 

Exports 



(1913-14) 

share of 

(1920-21) 

Share of 


Rs. (lakhs) each class. 

Rs. (lakhs) 

each class. 

1. Food, Drink and Tobacco. 

64,77 

26*5 

43,67 

18*3 

2. Raw materials & unmanu¬ 





factured 

122,46 

50‘1 

103,42 

43*4 

3. Articles wholly or mainly 





manufactured 

54,59 

22*4 

86,91 

36-4 

4. Miscellaneous & unclassi¬ 





fied 

2,41 

1 

4,29 

19 

Total 

... 244,23 

100 

309,01 

100 


Imports 

Relative 

Imports 



(1913-14) 

share of 

(1920-21) 

Share of 


Rs. (lakhs) 

each class. Rs. (lakhs) 

each class, 

1. Food, Drink and Tobacco.. 

24,56 

13*4 

35,97 

10*7 

2. Raw materials etc. 

10,56 

5-8 

17,10 

51 

3. Articles manufactured ... 

145,16 

79-2 

274,97 

81*9 

4. Miscellaneous 

2,87 

1*6 

7,54 

2*3 

Total 

... 183,25 

100 

335,60 

ICO 
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j That about 80 per cent, of the total imports and half of the- 
/ total exports of merchandise should be manufactured articles* 
! is a positive proof that Indian people laok the opportunities, 
j the aptitude, the enterprise, the capital, the skill and the orga- 
■ nization that are required to turn the raw materials into 
! finished products. This represents so muoh loss of productive 
j power, and dependence on a single industry which is subjeot 
{to the operation of the law of diminishing returns. The 
^expanding imports of manufactured goods are taken as a wel¬ 
come indication of the steadily growing purohasing power of 
the people and therefore of material prosperity. It i3, however, 
forgotten that they also mean the displacement of the indigen¬ 
ous industries by foreign manufactures. 

The bulk of foreign, like internal trade, depends upon the 
nature and the size of indigenous industries, agricultural and 
manufacturing, and the comparative oost of production. There 
is a strong prejudice in the popular mind in India that foreign 
trade has proved the ruin of the oountry. This notion is partly 
based upon the fallacy which sees advantage accruing only to- 
one of the parties to an exchange transaction and looks upon, 
exports as goods thrown away without a return. But a 
moment’s reflection will show that it is not without a sub¬ 
stantial basis of truth. Exoessive or increasing exports are 
not always a sign of growing prosperity as growing imports 
may not be an indication of decadence. In the case of India 
; the expanding exports of raw materials represent the payments 
, of various kinds that have to be made abroad. They consist 
j of the Home Charges, payment of interest and remittance of 
profits by foreign bankers, merchants and manufacturers 
working in this country. Little of the foreign trade of the 
country is in the hands of Indians and the gains of European 
shippers, planters, miners, bankers, millowners &c., sent-a broad 
|a ke t he fortn. of commodity exports for which there isJio 
: return, unless a portion of these comes baok as oapital to be 
invested in industrial and commercial enterprise and even then 
it is foreign oapital not controlled and used by Indian in¬ 
dustrialists. India’s foreign trade will be decidedly profitable 
to her people if a larger part of the raw materials were worked 
: by them in the oountry and the profits of industry and trade 
xemained in their hands. 
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These are considerations which ought not to be ignored 
in drawing conclusions from export and import statistics of 
India. The oountry must certainly import articles which it 
oannot produce or produce cheaply, and export indigenous 
produots which are plentiful and for whioh there is a demand 
in foreign markets. Indian staples like ootton, jute, tea, oil¬ 
seeds, rice and wheat oommand high prices abroad, and we can 
buy with these exports a larger variety and quantity of foreign 
goods, conducive to the progress and comfort of the people. 
When allowance is made for the increased prices of the import¬ 
ed articles which are purchased with the exports of steadily 
growing value and for the fact that these profits are, to a 
considerable extent, intercepted by merchants, shippers, bankers 
arid other middlemen, it must be admitted that the cultivator 
who grows the commercial crops can derive only a limited 
advantage from foreign trade. The producer has been indeed 
able to make some unexpected gain during the past few years, 
through increased demand for his staples though his cost of 
production and of living has gone up all round and has thus 
offset the betterment. Foreign trade must not be commended 
or condemned on the strength of import and export statistics; 
and its character, beneficial or otherwise, must be judged on 
the evidence of a balance of advantage or disadvantage to a 
country’s interest taken as a whole. 

International trade is, in the ultimate analysis, mere barter : 
exchange of goods for goods or services, the precious metals 
being remitted or credit given for the balanoe. India does not^ 
receive payment for the whole quantity of her exported mer¬ 
chandise in merchandise imports, and the balanoe due to her is 
paid in the shape of precious metals because these are in demand 
in the oountry as merchandise for use in arts and beoause it is 
a cheaper means for foreign countries to liquidate their debt to 
this country. A portion of the balanoe, is in effect retained 
abroad to meet India’s obligations in Great Britain. On account 
of the large volumes of silver which have flowed into the 
country for years, India ha s, been called a * si nk of silver, ’ and 
the large imports of gold before the war attracted the attention 
of the whole world. India’s favourable balanoe of trade is an 
important characteristic ofhereoonomio, financial and currency 
systems. The balanoe remained high even during war as ai 
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result of reduced Imports and steady exports badly required 
to assist the prosecution of the war. The following figures 
represent exports and imports on private acoount for two 
quinquennial periods:— 

Excess Expcnts. 


Year. 

Exports 
£ (Mill.) 

Imports 
£ (Mill.) 

Net Exports 
£ (Mill.) 

1909-10 

126-2 

78-2 

47-2 

1910-11 

139-9 

86-2 

53*6 

1911-12 

151 8 

92-3 

59-5 

1912-13 

164*3 

107*3 

57-0 

1913-14 

165-9 

1221 

43-7 

Average for 5 years. 

149-4 

97-2 

52-2 

1914-15 

121-0 

91-9 

29 1 

1915—1ft 

131-5 

87-5 

44 0 

1916-17 

160*5 

99*7 

60-8 

1917-18 

161-7 

100-2 

61-4 

1918-19 

169-2 

112-6 

56-5 

Average for 5 years. 

148-8 

98-4 

50-3 


112. India's Gold Hunger: —The normal exoess of ex¬ 
ports over imports is paid to India through the Secretary of 
State’s drawings, which, however, really mean, so far as the 
oountry is concerned, a remittance from India to London, 
and the imports of the preoious metals ; and large quantities of 
gold have thus been reoently absorbed in this country. We 
give below figures representing the imports of the preoious 
metals into the country. During war belligerant oountries put 
embargoes upon the exports of these metals of which the supply 
was hopelessly out of aocord with the insatiable demand, and 
trade finance was rendered difficult. The Indian Government, 
as will be shown in detail, in a later chapter, imported huge 
quantities of silver into the oountry to satisfy the demand for 
rupees which increased enormously as a result of an ex¬ 
ceptionally huge favourable trade balance and of the impossi¬ 
bility of gold imports. Just after the dose of the war, India’s 
position with respeot to the normal favourable balanoe of trade, 
was suddently reversed. The following tables instructively 
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brings out all these features of India’s foreign trade during the 
past few years 


Net Imports of Treasure on Private Account. ( Mill. £ ) 


Year. 


Gold Coin or 

Silver Coin or 

Total. 



Bullion, 

Bullion. 


1909-10 

• • i 

14-4 

6*2 

20*6 

1910-11 


15*9 

5*7 

21*7 

1911-12 
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3-5 

28*7 

1912-13 


■ 25-0 

4-3 

29*4 

1913-14 

... 

15-5 

4*3 

19*7 

Total 

••• 

96-2 

24’0 

120*2 

1914-15 


3*6 

6-6 

12*3 

1915-16 

... 

3*2 

3*7 

6*9 

1916-17 

... 

2-7 

1*4 

1*3 

1917-18 

••• 

14-3 

*9 

15*2 

1918-19 


•01 

*03 

*05 

Total 

••• 

26-0 

9-9 

35*9 



1913-14 

(Pre-War 

year) 

1917-18 

1918-19 

1919-20 

1920-21 

Gross exports-private mer¬ 
chandise 

2,48,88 

2,42,56 

2,53,88 

3,26,79 

2,65,34 

„ imports- „ „... 

1,60,42 

1,50,42 

1,69,03 

2,00,80 

3,25,60 

Net exports-private mer¬ 
chandise 

65,63 

92,14 

84,85 

1,25,99 

- 79,26 

Imports of treasure and funds 
( private ) 






(a) Net imports of gold ... 

23,22 

21,46 

2 

10,97 

-8,88 

(b) ,, ,, silver ... 

6,25 

1,46 

6 

15 

-7,42 

„ „ „ treasure 

29,57 

22,92 

8 

10,82 

-1,46 

(c) M „ „ Govern¬ 

ment* securities 

1,41 

1,11 

44 

1,62 

79 

(d) „ „ „ Council 

drafts 

46,60 

50,72 

1 

23,83 

18,20 

- 28,56 

Total Net imports of trea¬ 
sure and funds 

77,65 

74,57 

23,47 

30,67 

-29,22 

Balance of trade In favour 
of India ... 

- 12,02 

4-17,39 

4-61,38 

4-95,32 

- 50,04 
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Looking to the large population of the country, its illiteracy 
and eoonomic backwardness, its laok of opportunities for indus¬ 
trial progress and its poverty, this absorption of gold and silver is 
not to be wondered at. Though it is barely one rupee per head of 
the population, it must be admitted that the oountry will 
certainly benefit if the gold could be used as capital for the 
industrial development of the country . 1 The precious metals 
are, however, used in considerable quantities in the ‘arts’ in all 
the countries of the world, advanced as well as baokward, and 
there is no reason why Indians should not be allowed, without 
adverse comment, to oonsume, per head, gold and silver, in 
amounts which are taken by people elsewhere. It is the world’s 
currenoy demands that are chiefly responsible for the complaints 
against India. 

Some of the gold coming into the country is, even under 
existing conditions, being probably used for productive pur¬ 
poses. But the producers are so scattered and the amounts 
falling to their lot are so small that the gold imports do not 
make much impression on the industrial situation. And much 
of the imported gold is undoubtedly used for jewellery. But it 
is an unjust exaggeration to harp upon India’s insatiable hunger 
for gold. With reference to the allegation that ‘ an undue pro¬ 
portion of the world’s gold supply is absorbed by India’, the 
Babington Smith Committee on Indian Currency came to the 
deliberate conclusion that the quantity of gold taken by India 
was not disproportionately large in relation to her eoonomic 
condition . 2 If the Indian exports enable the people to buy 
more of foreign commodities so as to promote their economic 

f 1 “It would seem that India is hoarding more than formerly, if by 
hoarding is meant the non-productive use of the yellow metal. It is used 
chiefly in the form of ornaments, and as is well known, most of the gold is 
imported in small bars to meet a demand in the same way as pieco-goods are 
imported...This accumulation of the precious metals is far greater than would 
be necessary to develop the railways, schools, colleges &c., which are required 
at the prosent time. If the gold absorbed in each year had been invested in 
railways at the ordinary rate of 4 per cent, the interest alone would amount 
to Bs. 13 crores per annum or in the aggregate to over Its. 142 crores. Had 
this been so invested there would have been a great inorease in production 
with a very considerable increase in well-being.”—Review of the Trade of 
India for 1913-14. 

2 Report, para. 63. 
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development and well-being, foreign trade must be a blessing, 
and the expansion of this trade is to be welcomed and fostered* 
This elementary principle is undeniable. The point, however, 
is that there will be a greater production of wealth and a larger 
number of people will benefit if some of the raw materials now 
exported to foreign countries to be received back in the form 
of manufactured articles, could be utilized in India and gave 
scope for the development of the talent, skill and enterprise of 
Indians themselves. Were it not for this feature of the ques¬ 
tion, there would be no international struggle for the capturing 
of markets, pushing and dumping of manufactures and a keen 
struggle for the promotion of national industries. 

113* Trade Organization: —Through railways and ocean¬ 
going steamers, the Indian cultivator has been brought into close 
touch with foreign markets, put between him and the foreign 
consumer stand a number of middlemen who eat into his profits. 
There are many villages in India which stiirenTc^ splen¬ 
did isolation as of yorel They consume what they produce and 
produce what they consume. There is little surplus produce to 
dispose of and there is likewise no effective demand for outside 
goods. Means of communication are wanting or are defective and 
the people live in a narrow world of their own, their horizon 
being limited to an area of a few miles around. But the interior 1 
is everywhere being slowly penetrated by the trader who carries 
off to the trade centres all the produce which is in demand else¬ 
where in the country or abroad. Producers of raw produce and 
food grains are poor, ignorant and unorganized and can not 
make the best of what they can offer for sale. \The cream of the 
trade is carried away by the middleman, and the cultivator has 
to be content with what he is pai(Q This state of things is 
changing but slowly and the districts swarm with traders and 
their agents who are out to make profit even by speculation.' 

pnrf o rr r rn d nn l i l n f nnn f l nr i They collect raw produce 
and procure and distribute manufactured goods. The quantity 
of the latter is comparatively small and the armies of middle^ 
men are more concerned with raw materials and food produce.\ 

Take raw jute as an example. The cultivator sells his stuff 
to a *bepari’ or pretty dealer who has received advances from a 
mahajan* or broker (arathdar). The latter sells to the repre¬ 
sentative of a large exporting firm or mill and the prices are 
32 
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regulated by the condition of the market, external and internals 
Cotton, wheat, oilseeds, hides, the staples of our export trade, are 
all handled in the same way. They are rushed along the high 
roads and by rail and river to the big ports of Caloutta, Bombay, 
Madras and Earaohi, and an extensive maohinery is employed 
for moving the crops to their destinations. Some of the promi¬ 
nent towns conveniently situated in eaoh district, become the 
collecting centres for agricultural produce whioh is brought in 
carts and bundles by the cultivators for sale. Agents of ex¬ 
porting firms are on the look-out for raw materials] and food 
produoe whioh are in demand abroad and put these on the rails 
at convenient points, all leading to the large ports for shipment 
to foreign countries. It is through the ports that foreign manu¬ 
factures are received by wholesale dealers and distributed over 
the interior along rails, rivers and roads and they are passed into 
consumption by the retailers in towns and villages. As a large 
quantity of raw material has to be collected from a vaBt number 
of small producers scattered over an extensive area, this maohi¬ 
nery of middlemen seems to be inevitable. But there can be no 
doubt that the intermediary is an evil and the producers have to 
organize themselves into selling agenoies, preferably on tha 
co-operative principle. As matters stand, the cultivator is at 
the mercy of the ‘Adatya’ or ‘Dalai*. Co-operative sale and pur¬ 
chase are being established in a few places and in that direc¬ 
tion lies salvation. As a buyer or seller, the ordinary rayat or 
artisan has to acoept what prices and qualities are offered and 
the elimination of the middleman is the urgent problem of the 
day, The financial side of the mechanism of trade, external 
and internal, will be dealt with in a later chapter. 

114* Means of Gontiniinication:— During the twenty 
lyaaxs—18 82 . 1 fill 2 , -_thg_ tot al mile age..of ..xailways more Jthan 
Idoubled and though the expansion slackened during the war 
•owing to financial and other difficulties, the construc¬ 
tion has not yet been resumed in right earnest. All energy 
is being devoted to repairs and renewals which have seri¬ 
ously fallen in arrear. The benefit derivqfl by the country 
from railwaysJs undeniable 1 and there are several parts of it 

1 “ Railways have now linked up different parta of the country and 
have constituted India into, as it were, one market. The deficiency in 
one part of India now makes itself felt all over the country within a very 
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which are clamouring for their introduction. The mass of tho 
people, produc ers in particular, have come to anpreoiate the. 
usefulness of railways, which they regard as a blessing because 
they furnish them with a convenient outlet for agricultural 
produce and yield them higher prices and profits. ]& J ». the * 
consumers who grumble at the high prices locally created,. 
though even they like the ease and bheaphess of communication' 
and transport. Only Indian'railway polioy has been too much 
dictated, according to popular complaint, by the desire to send 
raw materials for foreign manufacture out of the country with 
rapidity and at a low oost and to open the interior parts for the 
reception of imported goods for the people’s consumption. Na 
att entio n was paid to the effects of this policy on indigenous, 
industries and. enterprise. "TrHeTqfibSttSfi"" oflrates charged by 
railways for goods, has long been debated and the oomplaint 
has been persistently made that the principles on which the 
rates are fixed are detrimental to the interests of Indian in- 
dustries. Railways oompete with one another and they and 
the ports try to attract traffic to themselves. Lower rates are*} 
charged upon goods carried from the interior to the ports for r 
export and imported manufactures also are dealt with similar-J 
ly. T h e Ind us t rial- Co mm is sion has reco m mended the removal 
of such inequality and i njustice. Rates for Iong- dist ange^trafS.0 
may naturally be expeoted to Be smaller than those for 
short-distance traffic. The effect of the operation of this 
[general principle on the economic condition of the country,. 
jis, however, a question of great national importance and has 
to be taken into serious consideration. 


short space of timo and is made good at once, the rise in the price-level 
being comparatively small. Every village and every district which is con¬ 
nected by rail are no longer self-supporting units. The powerful and ubiqui¬ 
tous agency of organized commerce has taken the place of the former system, 
the isolated and self-sufficing village.”—K. L. Datta : Report on High Prices. 

The number of miles of all railways open for traffic at the end of 1913-14 
was 34,556 as compared with 27,727 in 1904-05 the increase in the decade thus 
being 25 per cent. The total number of passengers carried was in round 
number 458 millions of whom about 411 millions were third class passengers. 
The total quantity of goods carried was 82,613,000 tons. 
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Statistics showing the growth of railway mileage and 
traffic are given below :— 


Year. 

No. of 
Miles 
open for 
traffic. 

1st 

Class 

Passengers. No. (1,000). 

2nd 3rd 

i. Class. Inter. Class. 

Total. 

| Goods tragic. 

Average 
^Quantity rate per 
tons ton per 
(1000) M.(ps.) 

1853 ! 

20 


i 

• •• 






1873 

5,697 

... i 

• M 

... 

... 


... 

... 

1893 

14,465 

... 

• M 

... 

... 

... 

28,847 

... 

1898 

21,993 1 

611 

2,253 

5,073 

131,512 

151,566 

35,642 

6-00 

1903 

26,851 

594 

2,580 

7,214 

184,292 

210,231 

47,684 

5*6 

1908 

30,576 

748 

3,327 

10,060 

284,579 

321,169 

62,398 

5-09 

1913-14 

34,656 

*r,rr— - 

813 

3,460 

12,371 

410,960 

457,718 

82,613 

4-64 

1917-18 

36,334 

883 

4,216 

7,719 

381,017 

430,269 

85,472 

407 

1919-20 

36,735 

1,108 

6,433 

j 10,200 

460,306 

520,027 

87,630 



This extension of railways has revolutionised the internal 
,‘trade of the country. The extension of metalled roads has 
[assisted in this revolution, and owing to the good prices which 
^producers can command, there is a great demand for the 
^construction of feeder lines and of roads to link up the interior 
*with the trunk lines. There were in pre-British times only a 
few fairly good trunk roads, and it was in the fifties of the last 
century that a systematic effort was begun for extending these 
communications* 1 TJie.4raUway^-themselves eroated a demand 

1 ‘ ltoads have been difficult to construct and keep in repair. For in the 
great Plains, which are built up of river-borne Boil, there is no road metal at 
hand, and until the British had constructed railways, it was too difficult and 
costly to bring stone from a distance. So that the roads were merely beaten 
tracks across the fields, thick with dust in the dry season and impossible on 
account of mud in the wet. In the hill distriots, heavy gradients and torrential 
downpours defied the road builder. Even now there are only 54,000 miles of 
metalled road in the country, that is, less than one mile of good road for 
each thirty square mile of land. 77 —C. B. Thurston: Economic Geography of 
the British Empire. 
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I for metalled roads; and the Publio Works Department and the 
Looal Boards are now charged with the responsibility of main- 
taining communications. 

This improvement in communications has stimulated trado 
from the interior to the ports and between different places in 
. the interior itself. Many of the railways have diverted the old' 
courses of trade, new centres have been formed and the pro¬ 
sperity of old trade oentres has declined. In the interior of the 
country, bullock carts are still indispensable for the transport 
of goods, though the railways and motor transport have con¬ 
siderably displaced the oarts and the pack animals. The old 
caravans are no longer neoessary and exchange has been vastly 
increased by the reduction of the cost of transport. Railway 
and maritime freights have steadily gone down and India’s- 
foreign trade has thereby expanded with great rapidity. 


The Post Office and the Telegraph 1 have largely stimulated 
• internal and foreign exohange. The telegraph wire and the oablo 
play no small part in the internal and the external trade of India- 
The prices of raw produoe and manufactured goods are tele¬ 
graphed from the moffusil and the ports; and extensive dealings- 
> are based upon the messages which regulate wholesale'and also 
Tetail prices. Wholesale dealers* agents receive instructions 
by wire as the most expeditious method of communication and 
the telegraph wire is no longer a mystery with people who havo 


to do business in the interior parts of ^he country. The pros¬ 
pects of the ootton and other crops ^n foreign countries and 
changing political and other conditions reported in the daily 
press are carefully noted by the wholesalers, and buying 
and selling operations and prices are regulated by these 


vO - 1 The number of inland telegraphic messages increased from 10% 
millions in 1909-10 to about 15 millions in 1913-14 and to 16,809,727 in 
1919-20. The increase in the number of foreign messages was from 12% 
lakhs to 16i lakhs and 25 lakhs respectively. The total value of messages,, 
inland and foreign, was nearly 3 crores of rupees in 1919-20. 
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factors. The rapid development of the Post Office will be seen 
from the following statistics:— 




Letters. 

Parcels. 

Packets. 

179,678 

1,901 

10,375 

250,858 

2,679 

15,176 

413,677 

6,861 

56,918 

467,071 

12,667 

57,815 

470,867 

14,150 

42,822 

581,622 

15,834 

61,922 


I 115; Trade of the Ports :—Complete and reliable 
-statistics for internal trade are not available. But from those 
ithat are compiled in relation to the trade by rail and river, it is 
jestimated that the inland trade is about three times the foreig n 
Wjaxaa trade . But this does not take into account the trade 
by rail and river between the internal divisions of provinces as 
also the unrecorded rail-borne traffic between one station and 
another within the same internal division or trade blook 


■of a provinoe or within a Native State. If these are inoluded, 
j the total i nternal trade will be many times the foreign trade of 
the-connjiry. 


The port towns of Calcutta, Bombay, Karachi, Rangoon 
and Madras dominate the internal trade of the country, and 
the bulk of the traffio, representing about two thirds of the 
total trade, flows directly to and from the chief ports. “ The 
articles of export are generally indigenous, and the import- 
ance of the provincial trade depends on the production of the 
staple articles in the respective provinces. Bengal's position 
in the inland trade is high on aooount of jute, rice and other 
food-grains, oil-seeds, ooal and tea produced in the provinoe. 
Bihar and Orissa is important for its enormous production of 
aoal. Tea is-the staple produot of Assam; cotton, wheat and 
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seeds of the Bombay Presidency and Sind; ootton and ground¬ 
nuts in the Madras Presidency ; spring and winter crops ( e. g., 
rice, wheat, gram, lin-seed rape-seed, &o.) in the United Pro- 
kinoes and the Punjab ohiefly aocount for the large movement 
of these articles to Caloutta, Bombay ports, Madras ports and 
Karachi." 1 

From one-third to one-fourth of the total inland trade is 
shared by the ports. Thus out of the 64 million tons for the 
year 1919-20, about 19? million tons were imported into and 
exported from the ports. The imports, consisting of raw 
materials and the exports of manufactured goods, the former 
naturally are always in excess of the latter in quantity. In 
1919-20, the figures representing the two were 14 and 51 orores 
-of tons respectively. More than three-fourths of the merchan¬ 
dise imported into the ports is made up of half a dozen staples 
-suoh as raw jute and cotton, coal and ooke and grains and 
oil-seeds. Nearly one-half of the exports from ports consist of 
ootton piece goods, sugar, wrought iron and steel, salt and rice. 
Calcutta, which draws upon and supplies a large part of the 
country in the north and the centre, oooupies the first place in 
internal trade, Bombay coming next and being followed by 
Karachi, Rangoon and Madras. The total trade of these ports 
in 1919-20 was valued at 2171, 192, 351, 321, and 28 orores 
respectively. Bombay receives its raw cotton from the C. P. 
and Berar and Karachi its wheat from the Punjab. 

1 “ For nearly forty years India has possessed a system of inland trade 
registration, and in this respect is more fortunate than most countries. The 
registration of the trade is done mainly from invoices by the audit offices of 
railways, by inland steamer agencies, and by registration posts at selected 
river stations. For this purpose the country is divided into seventeen trade 
blocks which are further subdivided into minor or internal blocks.” The 
quantity and value of total merchandise imported and exported from Provin - 
<ees, Native States and chief seaports, by rail and river, were as follows':— 
Quantity ( in thousands of tons ). Value ( in lakhs of Rs.) 


1913-14 

M« Ml 

67,502 

... 8,94,06 

1914-15 

• M •• • 

63,346 

... 7,87,02 

1915-16 

IM Ml 

64,914 

8,95,77 

1916-17 

( Estimated ) 

67,625 

10 14,38 

1917-18 

... ... 

67,309 

10,26,55 

1918-19 

••• ••• 

68,636 

12,31,00 

1919-20 

• ft Ml 

64,000 

15,97,00 
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The need of improving Indian harbours, large and small,, 
has been already adverted to. 1 Madras presidency has a large 
number of small but important ports such as Negapatam, Tuti- 
corin, Calicut, Coconada, Yizagapatam, Masulipatam, Coohin 
and Mangalore. Their trade is carried on with adjoining coun¬ 
tries between which and India there is active intercourse, euoh 
as Ceylon, the Straits Settlements and Malay States. Bombay 
las likewise numerous ports whioh, however, oarry on coastal 
trade for the most part and furnish outlets for timber, grain, 
grass and other local produce. The attention of Government 
lias recently been called to the question of the improvement 
)f the smaller ports. Extensive schemes of expansion and 
improvement have, however, been and are being oarried out in 
the principal ports of the oountry. Bombay, for instance, haa 
how three fully equipped wet dooks, having a total water area, 
of 104H aores and a total quayage of nearly 4* miles: also twn 
dry docks. Over two hundred hydraulic cranes are in use in 
the wet dooks. Direot communication has also now been esta¬ 
blished between the docks and the railways and the goods 
depots. A huge development scheme in regard to the expan¬ 
sion of Bombay is in hand, and projects calculated better to- 
facilitate the handling ofjthe goods that come into the harbour 
and are shipped from it, are being given effect to. Similar 
improvements have been carried out in Calcutta. * Karachi is 
a growing port, and as its foreign trade is increasing, the need 
of larger accommodation, more facilities and better equip¬ 
ment, is being keenly felt. 

116. Trade of the Interior: —Though the population 
of the country is mainly rural and its foreign trade is centred 
in the ports, there are in the interior, as may be expeoted, a 
number of industrial and commercial towns which serve as- 
collecting and distributing centres. T^na Ca w&B Qifl is a n im - 
portant . railwar..iunotion. situated at about 870 miles from 
Bombay and 630 miles from Calcutta. It is, therefore, a con¬ 
venient centre for the distribution of foreign goods; and ita 
factories also produoe a variety of commodities such as sugar,, 
leather goods, ootton textiles and woollens. Lahore is the 

1 See Chapter III. 

2 See paper on the subject by Sir George Buchanan read at the Royal 
Society of Arts, April, 1920. 
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chif trading oentre for the agrioultural produce of the Punbab. 
Delhi is not only an industrial city but a point of attraction 
for indigenous and foreign goods for distribution. Similar 
mention may be made of collecting and distributing centres 
in the other Provinces. 1 The larger port towns send by rail 
and steamer the commodities reoeived from abroad and drawl 
to themselves raw produce for export and also for their own] 
oonsumption. It must be borne in mind here that these cities 1 
have large populations whose demand for consumption goods 
is extensive, and their industries too absorb a goodly portion 1 
of the imports. The consuming oapatity of the city and island 
of Bombay, is as large as that of several districts of the 
Presidency put together. 

f'~" Evidence was given before the Indian Railway Committee 
by several witnesses to the effect that the existing railway faci¬ 
lities were hopelessly inadequate to meet the rapidly growing 
demands of trade. It was found as a result of the inquiry that 
wagons, locomotives, sidings, yards, godowns, bridges, in short, 
the whole of the present equipment of the various railways.in 
«this country, required urgent improvement and expansion. Con¬ 
gestion of traffio, both goods and passenger, is indeed the every 
Iday experience of all those who have any thing to do with the 
railways which are fast becoming increasingly popular among 
the mass of the people. (Government has consequently decided 
to devote from capital Rs. 150 crores in the course of five years 
flto the improvements recommended^ The railway Committee’s 
report has published official evidence to show how agrioultural 
producers have benefited by the high profits earned by them 
through the faoility of transport of their goods afforded by the 
railways passing by their villages. There is no doubt that 
improved communications like railways and metalled roads 
have enhanoed the “efficiency” of the agricultural produce of 
numerous villages to the great benefit of the producers. 

A 1 What proportion of the agricultural population has derived 
this benefit, what is the degree of that benefit and if there is 
any set-off against the advantage, are, of course, points that re¬ 
quire careful consideration. Exports and imports stimulated 
, by the improved means of transpor t have introduced a veritable 

1 Hand book of Commercial Information for India. 

S3 
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'prevolution. Modes and objects of consumption have changed* 
jthe cultivation of certain commercial crops has extended at the 
cost of food grains and fodder, old indigenous industries have 
grown out of date, the familiar avenues of employment are being 
slowly and painfully replaoed by new ones, internal immigra¬ 
tion is on the increase, prices are equalized all over the coun¬ 
try, there is easier and more even distribution of goods, and the 
hardships and distress of famines have been minimised* The 
Idea of growing for a distant market and oonveying the produce 
to its destination by rail and steamer is gaining ground in the 
popular mind and the ohannels of trade are being shaped and 
governed by these considerations. 

The internal trade with one another of the Provinces and 
the Indian States, shows how the different parts of the country 
supply to one another their special products and benefit by the 
exohange. Food grains, raw cotton and piece goods, sugar, 
salt, coal and gold and silver bullion and ooin are some of the 
principal articles thus exchanged. Coasting and frontie r trade 
carried on by the maritime provinces and States is of the same 
pature and calls for no additional remarks. The total value of 
jthe former in 1920-21 was Rs. 207 orores as against Rs. 157 
Crores in 1918-19 and 108 orores, the pre-war average. Of the 
207 orores, Bombay’s share was the highest, being 80 crores and 
Burma’s 48 orores. The land frontier trade is muoh smaller 
and was valued at Rs. 21p£ in the last pre-war year and 
at Rs. 84 orores in 1920-21. The frontier extends over 6,800 
miles and yet the trade aoross it is only 5 per cent* of the total 
sea-borne trade of the country. Persia, Afghanistan, Dir, Swat; 
5and Bajaur, Central Asia, Nepal, Tibet, Sikkim, Bhutan, 
'Western China, Shan States and Siam participate in this trade. 
IT he imports from these regions consist mainly of raw materials 
'such a* wool, timber, hides &o., and the exports to them of 
such commodities as piece goods, metal manufactures &o. 
The s ze and t’ie nature of this trade reflect the eoonomio 
condition of the countries lying near and beyond our frontiers. 

H7. Extinction of Indigenous Shipping -—Every 
maritime country sets a high value upon the ship-building 
industry and on shipping activity; and the incalculable 
importance of these was brought home to the world during the 
great war by the way in whioh England and the U. S. A. main- 
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tained their hold upon the seas and conveyed food, munitions 
and soldiers over long distances through water, ^.t one time 
Indian shipping was extensive and the ship-building carried on 
in Indian ports was a profitable industry. 1 But the old wooden 
vessels and sailing ships have been displaced by foreign 
steamers most of which are of very high running and carrying 
capacity. The total extinction of Indian shipping and the entire 
dependence of this country for transport of its exports ana 
imports upon the mercantile marine of other countries, is a 
striking feature of the economic revolution which is the subject 
of the present chapter, ^knd the total freight on the growing 
foreign trade of the country means a loss of no less than Rs. 30 
to 50 crores a year, to which must be added the heavy loss to 
the people on account of the disappearance of a valuable 
■industry^ The skill, the daring and the enterprise which are 
^called into play in the shipping business are advantages of 
great national importance which have been lost to the country. 
Petty fishermen and lasoars are the only people now engaged 
in the occupation, and even their position is precarious and 
unsatisfactory. An idea of the shipping engaged in the Indian 
trade may be obtained from the following statistics : 



No. of vessels. 

Ton* (1000). 

1910-11 

8,561 

14,994 

1911-12 

8,868 

16,616 

1912-13 

8,749 

17,484 


1 “ Thus has passed away one of the great national industries of India 
after a long and brilliant history, covering, as we have seen, a period of more 
than twenty centuries. It was undoubtedly one of the triumphs of Indian 
civilization, the chief means by which that civilization asserted itself and 
influenced other alien civilizations. India now is without this most important 
oigan of national life. There caja hardly be conceived a more serious obstacle 
in the jath of her industrial development than this almost complete extinction 
*>£ her shipping and ship-building ”—Kadhakumud Mookciji : History of 
Indian Navigation and Maritime Activity, 
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No. of vessels. 

tons (1000). 

1913-14 

8,617 

17,386 

1914-15 

7,960 

12,857 

1915-16 

8,634 

12,152 

1916-17 

10,386 

11,954 

1917-18 

11,459 

10,868 

1918-19 

9,491 

10,479 

1919-20 

8,228 

11,999 

1920-21 
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! Since the opening of the Suez Canal, foreign trade has Deen 
carried mostly in steamers at the expense of sailing vessels. 
:** A few ag eing vassala-still-vicit Calcutta, but the sailing ships 
lentering other ports are now almost entirely those classed 
las native craft which, though numerous, contributed in 1913-14 
less than one per cent, of the tonnage, and were engaged in 
jitrade chiefly with East Africa, Persia and Southern Asia. They 
jgre slowly but surely disappearing." The vessels which enter 
and clear the ports of India for the most part fly the British, 
flag, the tonnage of vessels sailing under that flag representing 
about 75 per cent, of the whole, of which 2 per oent. is the 
tonnage of vessels under the British Indian registry. 1 An 
analysis of the tonnage engaged in foreign trade in 1920-21 
shows that about 75 per cent, of the total was British, about 2 
per cent. British Indian, 7 per cent. Japanese, 41 per cent. 


1 Review of the Trade of India, 1913-14. 

In 1913-14 the numbers of vessels under the principal flags were, British 
and British Indian 5,459, German 559, Austro-Hungarian 285, Japanese 191, 
Norwegian 80 and French 60, 

While, of course, enemy ship* disappeared during the war, there was a 
large increase in the number of Swedish, Norwegian, Dutch and Japanese 
vessels that entered and cleared in the foreign trade. Japanese vessels 
increased from 130, the pre-war average, to*283 in 1915-16 and to 477 in 
1916-17. 
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'/American and 2 per cent. Italian, while native craft was repre¬ 
sented by \\i per oent. The total tonnage of the coasting 
trade, in the same year, was 20 million, 78 per oent. of which 
was accounted for by British vessels, 13 per oent. by British 
Indian, 9 per oent. by foreign and 2 per oent. by Japanese vessels. 
The tonnage of native oraft amounted to 3 million as against 
the 20 million of steamers. 

118. Foreign Shipping and Subsidies -Vessels be¬ 
longing to foreign countries have been trying to obtain an 
increasing share of the carrying trade, and the Governments of 
those countries pay large subsidies for encouraging navigation, 
ship-building and the extension of steam-ship routes. The total 
amount of subsidies of all kinds paid by the Japanese Govern¬ 
ment to its steam-ship companies in 1911 came to more than 
Rs. 2 orores ; and sinoe then the polioy of encouragement has 
been consistently pursued in that country. With the help of 
the State, Japanese industries and trade have been making 
rapid progress, and shipping and shipbuilding have not been 
neglected by that progressive nation. The activities of the 
Japanese mercantile marine are no longer confined to Asiatic 
waters, and Japanese steamship companies have established 
direct business with European and American ports- Japanese 
firms have also entered import and export business in India in 
right earnest and they are throwing their tentacles far and 
wide starting their factories on the Indian soil with a view to 
more effective competition. The following table shows the 
nationality of vessels entered and cleared in Indian ports. The 
figures exolude native oraft and vessels 1 engaged in the coast¬ 
ing trade :— 


1 The total entries and clearances in the coasting trade of all vessels with 
cargoes, excluding native craft, decreased, in 1916-17 to 10,830 vessels with 
* burden of 13 million tons, from 13,011 vessels with 16 million tons in the 
preceding year and 18,750 vessels with nearly 29 million tons, the pre-war 
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Nationality of vessels entered and cleared. 



1911-12 

1913-14 

1915-16 

1916-17 

1919-20 

1920-21 

^British 

5,117 

4,827 

5,067 

4,836 

4,340 

4,742 

British Indian. 
V 

647 

503 

539 

762 

542 

713- 

Japanese 

121 

191 

283 

479 


419 

/ 

Norwegian ... 

134 

80 

177 

267 



Dutch 

82 

131 

141 

213 

72 

110 

Italian 

93 

73 

91 

86 

85 

109 

Russian 

45 

44 

51 

45 

18 

10 

Swedish 

6 

13 


51 


4T 

French 

58 

60 

9 

. 

6 

, 

38 

36 

American 

in 

... 

13 

31 

13 

23B 

German 

472 

559 i 

... 

... j 

12 

4 

Austro-Hunga¬ 

rian. 

213 

285 

... 

... 

... 

... 

Other nation¬ 
alities. 

22 

30 

38 

25 

25 

32 

Total 

7,000 

6,920 

6,449 

6,055 , 

5,254 

5.899 


It may be contended that a large mercantile marine is not 
indispensable to the greatness or even to the prosperity of a na¬ 
tion, and the contention may be based upon the theory of the 
division of labour among nations and of specialization. We 
may be told that India may rely upon England to supply the 
^leoessary shipping and that it would be wasteful for her to 


quinquennial average. In the coasting trade the percentage of British Indian 
vessels in the total tonnage excluding Native craft has increased from S p. c # 
in the pre-war period to 13 per cent, in 1915-16 and 15 p. c. in 1916-17. British 
vessels formed more than three-fourths of the total tonnage. The numbev of 
native craft employed in the coasting trade was a little more than 150,000. 
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have a mercantile marine of her own. But Gide, 1 2 3 who des¬ 
cribes what strenuous efforts * the French Government has been 
making to promote the growth of Frenoh shipping, anticipates 
the Free Trade argument fthat it may be muoh more advan¬ 
tageous for a country to haVe its goods transported cheaply by 
other countries better equipped for the purpose than to do it 
Itself,' and asks in reply ‘ whether it would not be good for a 
country as favourably situated as the others to do it itself.’V 
With a growing foreign trade, India is nowhere in the matter; 
of shipping and ship-building when compared to other coun¬ 
tries. Here is an important avenue of wealth creation for the 
Indian people. If India can transport her imports and exports 
in her own steamers, she will save Bs.60 crores ja year in 
freights * and will give employment to thousands of workmen 
of all kinds and grades. It is anomalous that India should be 
entirely dependent on other countries in a matter like this 
when the traditions of the people ensure the success of indigen- 
' ous shipping and the requirements of eoonomic progress de- 
: mand development in that direction. India has in abundance 
: the material out of whioh sturdy and enterprising sailors are 
: made. They ply their boats along the coasts and take them to 
■■ the Persian Gulf and harbours of other neighbouring countries. 
But even the brave Indian lascars are barely tolerated on British 
j steamers and thus are opportunities to promote legitimate 
improvement denied to Indian people. 

1 “Maritime transport is a lucrative industry, and a country which, 
like Holland in former times and England to-day, transports the goods of 
all other countries, will find profit in doing so ; while the country which has 
to apply to other countries to transport its own products must evidently pay the 
price of it. Tlius France, who transports only a small proportion of her ex¬ 
ports, has to pay over £ 12,000,000 annuliy to foreign ship-owners ; whih» 
England who transports two-thirds of the tonnage of the whole world, and 
who besides builds ships for all nations gains by this two-fold commerce over 
£ 80,000,000 per annum.”-—Gide : Political Economy, 

2 These efforts have apparently proved, according to Gide’s showing, 
wasteful as the nation has hardly received in return even a portion of the 
value spent in subsidies to ship-owners and ship-builders. 

3 The freight per ton to London for Indian rice and wheat, which was 
about 11 s. in 1896, 15s. in 1906 and £ 1*4 s. in 1914, ro3e to £ 4 in 1915 and 
to £ 8*8 s. in 1916. It fell to £ 7 towards the close of 1919 and was further 
reduced to £ 2’15 s. in April, 1920. 
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Indigenous shipping and ship-building have met the same 
fate as the other old industries of the country—‘they have gone 
under in the intense competition with them of highly improved 
and organized foreign enterprise. A proposal in favour of their 
/revival is met with the same objection as is encountered by the 
advooaoy of the resuscitation of the other decaying and dead 
industries of the country. The resources necessary for the 
development of a modern ship building industry suoh as large 
steel works, are wanting in India, and the enterprise and or¬ 
ganization required for success in the shipping business is 
''absent. The history of the few navigation companies which 
'have been started in India within recent years, is very instruc¬ 
tive in this respect from every point of view. When all is said 
and done, however, the facts stand that other nations, not better 
circumstanced than India, have built up the above industries 
with suocess, that every maritive country including the U. S. A.» 
is trying to promote its shipping and that with a long sea 
board, extensive foreign and coasting trade and with a nume¬ 
rous population accustomed to sea-faring and with awakened 
national aspirations, it ought not to be impossible for India to 
have a decent mercantile marine of her own to the great eoono- 
! mic advantage of the nation and also of the British Empire. 
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119. Freedom of Trade :—The account given in the 
last chapter of the economic revolution which has taken place 
in India and has reduced the tv>a nfafQ nf 

ragJXtaterials a nd consumers of foreign manufactured imporfo- 
leads naturally to a discussion of the question whether it is 
desirable that trade should be left to take its own course or it 
should be so regulated as to move in oertain channels with a 
view to its conferring upon the nation specifio economic 
benefits. As we have shown in the last chapter, the theory of 
international trade extends the idea of the simple and mutually 
beneficial exohange between individuals, to the commerce bet¬ 
ween communities and countries, and on that theory, nothing 
oan be more detrimental to humanity than any restrictions 
upon free intercourse between nations. The expansion of inter, 
national trade took place long before that of internal and 
national trade and merchants 'oarried on profitable exohange 
«f necessaries and luxuries between distant parts of the world. 
34 
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National consciousness and political rivalries necessitated 
restrictions and resulted even in wars for trade monopolies. 

The above theory of international trade took a long time 
to develop and to be put in practice. Commeroe with strangers 
was, for centuries, looked upon as a bargain in which one of 
the two parties derived benefit, and foreign trade was nothing 
but the exploitation of foreign countries for the advantage of 
one’s own nation. The Physiocrats believed that foreign 
trade, like domestio, produoed no real wealth and that if 
one of the parties to the bargain gained, it was at the expense 
of the other. They, however, condemned the restriction of 
foreign trade on the ground that liberty and free competition 
alone made plenty possible. The ideas of freedom of action 
and competition were, at their time, slowly gaining strength. 
The old guild system was orumbling and there was a general 
protest against the restriction of liberty, in eoonomio as well 
as in political and social affairs. The war of American 
Independence and the French Revolution shook the sooial 
fabrio seriously and every where impatienoe of control and 
regulation began to be betrayed. 

120. Mercantilism :—The Physiooratic doctrine repre¬ 
sented the reaotion which took place in France against 
Mercantilism that held the European field for nearly three 
hundred years. Adam Smith, following and improving upon 
the Physiocrats, led this movement in England, and the polioy 
of commercial restriction beoame discredited there till at length 
in 1845 the last shackles on international exohange were 
thrown off and the flag of free trade was planted on the citadel 
of British mercantilism. It was at one time the fashion to- 
pass wholesale condemnation upon the thought and polioy of 
Mercantilists but they have recently been better appreciated. 
Mercantilist tendencies which prevailed in Europe in th» 
sixteenth, seventeenth and eighteenth oenturies, are thus sum¬ 
marised “ (1) Towards over-estimating the importance of 
possessing a large amount of the precious metals; (2) towards 
an undue exaltation (a) of foreign trade over domestio, and (by 
of the industry which works up materials over that which 
provides them; (3) towards attaching too high a value to a 
dense population as an element of national strength ; and (4^ 
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towards invoking the action of the state in furthering artifi¬ 
cially the attainment of the several ends thus proposed a» 
desirable." 1 

In spite of the obvious errors and exaggerations of' 
Mercantilism, the oircumstanoes of the time, it is now conceded, 
necessitated its adoption and even rendered it benefioial. Even 
Adam Smith justified certain exceptions to his general doctrine 
of liberty and approved of the English Navigation Act on tho 
ground of defence being more important to a nation than 
opulenoe. The theory of commercial freedom was perfected by 
Adam Smith’s followers, and in the hands of Ricardo and Mill*, 
it assumed a rigidity which, in its turn, provoked a reaction. 
By the middle of the nineteenth century, the Free Trade theory 
of the Classical School had won a complete triumph in 
Europe-* 

121. Reaction But the sense of triumph felt by the 
advooates of free trade was rudely disturbed by the appearanoe 
of Tfrfw Rvnfnm 'NTutinna.l. Polftfcft l Eoonom y. The political 
and economic conditions of Germany favoured the success of 
his book and of the new doctrines it preaohed, and the publica¬ 
tion of List’s work was as great a land-mark in the develop¬ 
ment of economic thought as the appearanoe of the Wealth of 
Nations had been two generations before. List’s work was 
characterised by originality, and he was a pioneer in the field of 
developing National Political Eoonomy. He introduced two 
ideas that were new to current theory, namely, the idea of na¬ 
tionality as contrasted with that of cosmopolitanism, and the 
idea of productive power as contrasted with that of exohange 
values. 

High hopes had been entertained about the spread and 
acceptance of the free trade doctrine, and it was believed that a 
new era of universal peaoe and amity had dawned. The favoura¬ 
ble attitude of European nations in the sixties of the last 

1 Ingram : History of Political Economy. 

2 “ Freedom of international trade was accepted as a sacred doctrine by 
the economists of every country. In Germany, as in England, in France a» - 
in Russia, there was complete unanimity among scientific authorities. The 
socialists at first neglected this topic, and when they did mention it, it was to- • 
express theiv complete approval of the orthodox view.”—Gido and Itist s A 
History of Economic Doctrines. 
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-jbentury, gave special enoouragement to these hopes. But this 
Idream was shattered by the awakening of national conscious- 
mess in countries which were economically baokward and by 
fthe growing desire among them for many-sided national deve¬ 
lopment. Liat maintained that regulation of trade and industry 
was necessary for the systematic development of a nation’s 
resources and of its latent productive oapaoity, which may be 
(hampered by foreign competition. “ The American economist, 
l Oare v. direoted his attack, like List, against the industrial pre¬ 
eminence of England and substituted for the ideal of interna¬ 
tional division of labour the ideal of independent nationality, 

• each nation devoting itself to all branches of economic activity 
and thus evolving its own individuality. ” 

The wave of reaction which was thus ushered in, spread 
\ all over the world, and there is not a single oountry in the 
j world to-day, excepting England, which has not discarded the 
i absolute doctrines of the classical sohool of Political Economy. 
And even in England, the movement against an attitude of 
indifference towards commercial and industrial organization, 
has gathered force and the experiences of the greatest war 
known to history, has necessitated a revision of national eco¬ 
nomic ideas and policy. The lofty ideals underlying the 
Leagse of Nations, about international amity and co-operation 
have not been translated into realities so far as protective 
tariffs are concerned, in the U. S. A., France and England. 

122. Golonial Policy 'European nations, in the grip of 
Protection, endeavoured to stimulate manufactured exports and 
to discourage imports from foreign countries, except raw mate¬ 
rials and the precious metals. They exercised a rigid control 
over the trade of their colonies in the West and the East and 
manipulated it in such a way as to benefit the mother oountry 
at the expense of their economic development. Spain monopo¬ 
lised the trade with her oolonies in the new world and tried to 
prohibit other countries from participating in it. The wars of 
England with Spain, Holland and Franoe during the seven¬ 
teenth and eighteenth centuries were colonial and commercial 
wars, and the jealousies which have marred the friendly rela¬ 
tions of European powers with one another, during recent years, 
have been also commercial. 
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The settlements, protectorates and spheres of influence of 
European powers in Asia, Africa and America, which are in¬ 
habited by baokward races, are fields of eoonomio exploitation^ 
and attempts are made to keep them as preserves for the trade- 
and industries of the mother country. But colonies where*' 
white populations have settled, can no longer be treated asi 
plantations used to be in olden times, and the American Warj 
of Independence taught a lesson whioh has been taken to heart./ 
The tendenoy now is to draw together countries inhabited byt 
people of the same raoe and bind them by ties of preferential 
tariffs. Large aggregates thus form customs unions and thejH 
trade freely among themselves, only penalising the trade of 
foreign countries. 

While tariff wars are, therefore, waged with foreign and 
rival countries, concessions are given by friendly nations to- 
one another. The tariff reform movement in England has thu§T 
two aspects : it is intended to protect British industries against 
the encroachments of foreign nations and by it the Dominiona 
are to be linked closely to the mother country by a scheme of 
preferential trade within the Empire. Mr. Joseph Chamberlain 
initiated the movement soon after the Boer war, and though, 
owing to the continued prosperity of England, in spite of or as 
a result of her free trade polioy, it was discredited for a time, tho 
world war added tremendous weight to the demand for Protec¬ 
tion and Imperial consolidation. 1 

The case for British Tariff Reform and preferential trade with- , 
in the Empire, stands or falls with the general theory of Protec-1 
tion and its applicability to the peculiar conditions of England! 

1 “ The essence of British Imperialism and Tariff Reform found clear 
cxpression in the speeches of Mr. Chamberlain and the ■writings of the Tariff 
Reform League. In March 1907, the London Chamber of Commerce passed 
the following resolution :— 

“This meeting of the London Chamber of Commerce is of opinion that 
the present fiscal system is no longer suited to the needs of the country, an d 
that it should be altered in such a manner as will enable us, first, to promote 
the commercial union of the Empire on a preferential basis, and second, to 
raise a proportion of our revenue from the imports of foreign manufactures- 
which will tend to safeguard our industries from the unfair competition of 
foreign countries.”—See the Author’s Indian Industrial and Economic Pro¬ 
blems : Chapters I and II. 
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*md the other parte of the Empire. Bound no subjeot has such 
hitter controversy raged as round that of the comparative merits 
of Free Trade and Protection. Let it be noted here that pro¬ 
tection as commonly understood and defined, is a systematic 
attempt to develop the industries of a nation by the impos¬ 
ition of prohibitive and discriminating duties on manufactured 
goods imported from other countridS^ Import aud export 
duties are the usual means employed to protect and promote 
industries and to retaliate upon foreign countries for their 
policy of restriction. Those who are opposed to Protection, 
insist upon the absolute freedom of trade as being essential 
for the development of a nation’s resources and regard very 
interference of the State with the freedom of exchange and 
-competition as detrimental to the best interests of the community, 
and every restriction of trade designed to do harm to another 
nation as a source of injury to one’s ownself as well as to 
others. Protection has reference, therefore, not only to restric¬ 
tive import and export duties but also to other measures taken 
by the State such as bounties and subsidies, for the protection 
*nd enoouragement of national industry and trade. 

The Protectionist’s potent weapon, however, is the import 
<luty with whioh he fights with the foreign manufacturer and 
seeks to keep out or restrict the import of his commodities in 
-order to give a fair or favoured field to the indigenous produoer. 
This policy is a legacy of the times of the Mercantilist regime, 
*nd the spirit of modern Protectionism is the same though the 
form of the protection given and the grounds on whioh it is given, 
may have slightly changed. Affvftfyi|ten nf Protection also seek 
to reconcile their theory to the general development of econo¬ 
mic doctrines and thus to defend themselves from the criticism 
^whioh is regarded as justified against Mercantilism. The pre¬ 
servation and encouragement of home industries, relief of un¬ 
employment, and the maintenance of the high national standard 
k>f living and culture are among the chief grounds. 

123. The Controversy i —Opinion on this question of 
choice between the laissez faire doctrine and benevolent State 
intervention for the protection of national industries, ranges 
over a wide area. Some pin their faith to the natural order and 
the beneficence of free competition; others, while accepting 
this doctrine in general, would relax its rigidity under certain 



THU CONTROVERSY. 


271 


«xoeptional conditions; and jeveral maintain that under a 
system of natural liberty, a nation's prosperity is endangered 
and therefore State regulation of industry and trade are ab¬ 
solutely essential. While on the subjeot of international trade 
we have shown that in theory exchange of commodities between 
nations as between individuals, is advantageous to the parties 
concerned but that in appyling this theory, certain peculiar 
oiroumstanoes have to be taken into account. As a practical 
measure, therefore, protection will not be a panacea for all 
economic ills as free trade will not prove uniformly beneficial. 


Different economists have taken pains to expose the common 
fallacies underlying Protectionism and Free Trade, and some 
of the absurdities of their positions, though not obvious, are 
not difficult to appreciate. The faith of the free trader in his 
favourite doctrine is as touching as the belief of his opponent 
in the beneficence of the panacea of protection, and it is 
necessary to find out what truth there is in the conten¬ 
tion of the two sides. Whftt 

ble to pursue in India, will best be decided in the light of tbip. 
dis cus sion?" Th~3 PThtectionist is wrong, it is contended, inj 
thinking that international trade is a neoessary evil and that] 
he can restriot imports without hampering the course of exports] 
or that he can hurt the foreigner without injuring himself.] 
It is by a division of labour and specialization among nations 
that the production of wealth oan be conducted under the most 
economical conditions to the benefit of humanity. Competi¬ 
tion gives stimulus to production and enables the best that is in 
nations to come out. Protection levies a tribute on the whole 
community fbr the benefit of a section of it and the artificial 
fostering of industries is wasteful and demoralizing. It does not 
matter which industries flourish in a oountry so long as it can 
exchange its produots for those of other nations and secure 
therefor a greater amount of utility. Protection dulls the edge! 
of industry, creates harmful monopolies and vested interests! 
engenders jealousies among nations and disturbs the peaoe of 
the world. 


protection can not certainly work wonders and it must act 
within certain limits of general economic advantages. The 
free trader, however, does not take adequate account of other 
factors which are concerned in the probledf^ The analogy of 
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the pacifist would here be instructive. He hates war an<8 
costly armaments. His is a noble ideal of peace and harmony. 
But what Is his experience of the hard facts of past and con¬ 
temporary history ? Victory goes to the biggest batallions, and 
small and weak nations are crushed under the heels of ambi¬ 
tious neighbours. The League of Nations, so loudly talked of,, 
is yet to justify its existence and President Wilson's * fourteen 
points’ have remained on paper only as pious wishes. The 
political idealist oannot get rid of the fact of the existence of 
national sentiment, and the day is yet far dis tant when t he- 

wg| ld will .hfloome-a.4oia4r-fttmHT with the- nations," small and 

large, as lovinj^rnembers. Then again, the suppression or sub¬ 
ordination of natibnaf individuality does not subserve the- 
cause of civilization and progress, and the imposition of free- 
trade under all conditions, cannot be universally beneficial. 1 

While complete freedom of trade and harmonious inter¬ 
national co-operation should be the ideal of each nation, com¬ 
munities must enjoy the opportunities cf self-expression.. 
Every nation must develop its own resources to the best of its 
capacity and the world will be all the better for being consti¬ 
tuted into a commonwealth of fully developed peoples. If and 
to what extent a nation should resort to protectionism, must 
be deoided on a review of several factors pertaining to the politi¬ 
cal, social and economio conditions of the nation. Protection 
is unsuited to countries the bulk of whose exports are of an in- 

1 “ On the other band, the free traders fail to make allowance for an im- 
i portant element in the problem. Tl i i aoe g tTO B 'V Ffrfeafe lrade is e.oaniopolitnri i >|Tn ; 

I the essence of •protection ip , Batiaaaliam Free trade holds up to our contem- 
I plation the ultimate economic ideal, but fails adequately to reckon with actual 
forces. The universal republic is far in the distance, and the separate nations 
still have an important function to subserve in developing their own indivi¬ 
duality and thus contributing distinctive elements to the common whole. Le¬ 
gitimate competition pre-supposes, as we have seen, a relative oquality of con¬ 
ditions; as long as the growing nations of the world are in a state of economic 
inequality, we must expect and not entirely disapprove the efEort on the part 
of each ta attain equality by hastening its own development. Ultimately, no- 
doubt, patriotism will be as much of an evil as particularism has now become: 
but in the present stage of human progress, patriotism is a virtue. Free tra¬ 
ders often overlook the sound kernel in what seems to be the apple of discord.’* 
—Scligman. 
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dustrial character and which require free markets for their 
^manufactures. But countries otherwise circumstanced may 
■find it beneficial to resort to protection directly in their own 
|interests and ultimately in those of the whole world. 1 


Some of the evils which come in the wake of Protection 
are patent, and freedom of exchange and of competition must 
be ensured as far as practicable. But competition may be unij 
fair and the weak party has to be protected by the intervention 
of the State. Restriction may also become necessary for na4 
tional defence, and the larger Interests of the nation as a whole 
may require the imposition of restrictions on freedom, and the 
regulation of exchange. Qtlyen internal competition in a country 
can not be left unfettered to produce its evil effects./ Internal 
tional competition stands upon the same footing and calls 
for restriction even more urgently. is a 

de sirable and nobjhgj^ft^l, but no nation can afford to looFon ueP 
concerm^TG^while its neighbours are arming and preparing to 
attack it. ^ another nation sets up a rival industry and promotes 
it by means of bounties and subsidies so as to kill your industry 
ultimately, you have to take measures to protect fi| Bolster¬ 
ing up of industries in the face of natural disadvantages, is a 
wasteful proceeding, but stimulus given by the State by means 
of import duties, financial assistance, scientific advice or other¬ 
wise, may create conditions that will prove favourable to the 
revival of old or establishment of new industries. 


124. The Indian View: —We have briefly described in 
the last chapter the economic revolution which took place in 
"India in the course of the nineteenth century. England was, 
^t the time the revolution commenced, in the grip of the pro¬ 
tectionist and colonial policy. Heavy import duties were levied 
upon Indian manfactures going into Englancftand instead of 
conserving and improving the nascent industries of India, the 
East India company looked only to its dividends and political 


1 “But when the economic resources of a country arc not yet fully de¬ 
veloped, it may none the less be desirable to accelerate the pace in the inter¬ 
ests of its own immediate national progress, with the idea :that the contribu¬ 
tions of fully mature and economically well rounded nations to the common¬ 
wealth of the globe will in the long run exceed the gain from an uneven and 
cne sided evolution. ” —Seligman. 

35 
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j(power. ^Vhen England was protectionist, India suffered from 
' her protectionism and when free trade became the fisoal creed 
of that country, India still continued to suffer owing to unfair 
competition and neglect of the indigenous industries.^) Indian 
people had little voice in the governance of the country and in 
the determination of its polioy, fiscal or otherwise. Their in¬ 
terests could not, therefore, be safeguarded, when other inter¬ 
ests, notably those of British manufacturers and merchants, 
came in conflict with them. 

j^V^he failure of a few early efforts made to introduce modern 
industries into India with State encouragement, was enough, in 
the self-centred and laissez faire atmosphere of the time, to lend 
support to the theory, in its application to India, that tropical 
countries^with their abundant raw materials and trying climate, 
were not suited to the development of manufactures and must 
be content with agricultural pursuits. Direct State aid to the 
growth of industries would, on this theory, have been wasteful; 
and nothing was left for the Government to do except to leave 
private enterprise and competition unfettered and to remove 
obstacles from the path of trade and to stimulate freedom of 
exchange. “The efforts of the state were concentrated on the 
improvement of communications and on facilitating the flow 
of trade, whioh continued, under the conditions above described, 
to consist mainly of exports of Indian raw material and imports 
of foreign manufactured products. But feeling whioh gra¬ 
dually arose among thoughtful men in India, that the existing 
conditions were unsatisfactory and were even inimical to na¬ 
tional development, was well founded and accentuated by the 
growing pressure of foreign competition, and latterly by the 
stress of a terrible war, has oulminated in a universal demand 
for a oomplete industrial system on Western lines.” 1 


To honest free trades it did not matter if, one after another, 
Indian industries decayed and the country oame to depend 
entirely upon agriculture. They rejoiced that the foreign trade 
of India steadily expanded and they pointed to it as a measure 
of prosperity. Opponents of free trade wanted protection, but 
not for Indian industries. Indian markets were to be thrown 
more widely open to British manufactures and dosed to foreign 


1 Report of the Industrial Commission, page 2. 
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goods. India has had no independent fiscal policy consonant 
with the opinion of the intelligent public. Indian thinkers en¬ 
lightened by western education and equipped with a study of 
the history of western nations, came to‘b&flect upon the econo¬ 
mic condition of their country and felt convinced that India’s 
poverty could not be remedied without a conscious effort on the 
part of the State to stimulate indigenous industry and Indian 
enterprise. Franoe, America, Germany and Japan had adopted 
protection, they said, and asked why India should not do like¬ 
wise. 

The impression formed by an outside observer 1 like Prof. 
Lees Smith which has been referred to in the foot note, of 
Indian feeling, correctly reflects the situation. Being a con¬ 
firmed believer in the doctrine of free trade, an examination of 
conditions in India, convinced him of the futility of protection 
and led him to the conclusion that ‘India needs a strong free 
trade school among h9r thinkers and administrators. * Among 
the latter he may find a large number of free traders. But in 
the peculiar situation in which India stands, he hopes in vain 
for the establishment of a free trade school in this country 
among Indian thinkers. The latter appreciate the good points 
of the free trade position and the drawbacks of protectionism. 
But in their view the balance of advantage lies in protectionism 
judiciously applied. 

Earlier Indian thinkers were strongly impressed with the 
advantage of free trade for India. They had been brought up 
and educated in an atmosphere of freedom breathed by Mill, 
Cobden and Bright and were led to believe in the beneficence 
of free imports and exports ; but they found that the Indian 
fiscal policy was not genuine free trade and that the political 
and economic condition of India provided a clear case for the 
adoption of protection, or it came under the exceptions admitted 
by free traders themselves. Since the Indian tariff has 

been a revenue tariff and the 3^ per cent, import duty on cotton; 
piece goods raised during the crisis of the war to per cent,! 
is counterbalanced by a countervailing excise duty on cloth pro3 

-- 9 ----- J 

1 “ Public opinion in India is overwhelmingly protectionist. If she were 

granted her fiscal freedom there is no doubt that she would uso it to erect a 
high tariff which from the nature of her trade would be directed chiefly 
against British goods.”—H. B. Lees Smith : India and the Tariff Problem. 
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^ duced in Indian mills. No fiscal measure has evoked a stronger 
I adverse critioism in the press and the Legislative Counoil, from 
j Indians and Europeans, than this unjust impost. But the 
! Government of India, even though sympathetic, has been help* 
|less and the Secretary of State for India could not resist th* 
| pressure of Lancashire. 1 

125. Indian Protectionists :—Referring to the comment 
of the Times of India on Lord Salisbury’s telegram asking the 
Indian Government to abolish the import duties on cotton, that 
4 ‘ the real object was to “ nip in the bud ” the rising factories in 
India—the ostensible reason assigned is free-trade,” Dadabhai 
Naoroji observed:—” I give credit to the Secretary of State for 
honesty of purpose ; and take the reason itself that is given on 
this question, viz., free trade. I like free trade but after what 
I have said to-night you will easily see t^t^free^Jrade between 
England and India in a matter like this, is like a race between a 
starving, exhausting invalid, and a strong man with a horse to 
fide on. Free trade between countries which have equal cora- 
inandover their own resources is one thing, but even then the 
Colonies snapped their fingers at all such talk. But what can 
India do ? Before powerful English interests, India must and 
does go to the wall.” 2 

Mr. Ranade exposed the evils of a laissez faire policy pur¬ 
sued in India and showed how State assistance was needed for 
the economic development of the country. His essay on Indian 
Political Economy, which bears distinct traces of the influence 
of theNational School of Political Economy and in which he 
attempted to apply the most recent economic theories to Indian 
conditions, has become a classical exposition of the attitude of 
Indian thinkers on the subject, and his lead has been followed 
by students in the present generation, 

Mr, R. C. Dutt’s historical studies and his long experience 
as an administrator led him to similar conclusions. 3 Speaking 
of the Swadeshi movement, he remarked ' u The Swadeshi 
movement is one which all nations on earth are seeking to 
adopt at the present day. Mr. Chamberlain is seeking to adopt 
— -..-_____- 2 _ 

1 Author’s Gokbale and Economic Reforms, Pages 34-37. 

2 The Poverty of India. 

3 India in the Victorian Age ; Chapters on History of Tariffs* 
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it by a system of protection. Mr. Balfour seeks to adopt it by 
a scheme of retaliation. Franoe, Germany, and the United 
States and all the British Colonies adopt it by building up a 
wall of prohibitive tarriffs. We have no oontrol over our fisoal 
legislation ; and we adopt the Swadeshi scheme, therefore, by a 
laudable resolution to use our home manufactures, as far as 
practicable, in preference to foreign manufactures./’ 1 

Studying the question of the comparative merits of Free 
Trade and Protection in relation to India, Mr- K. T, Telang 
came to the following conclusion years ago:—“The net result of 
our investigations appears to me to be this. Objections ordinari¬ 
ly urged against a system of Protection to native industry, 
whatever their applicability in countries more advanced in 
modern civilization, are void of force in the circumstances of 
this country. Looking only at the economio aspects of the 
question, it appears that not merely is protection to native 
manufactures unobjectionable, it is even desirable in the circum¬ 
stances of our country” 2 Sir Dinsha Wacha believes generally 
in free trade and is of opinion that “ India owes its prosperity 
to-day entirely to free trade and nothing else. ” He truthfully 
remarks that the exports and imports of India would not have 
assumed the present proportions if there had not been unrestrict¬ 
ed trade. His remark, however, that Indian exports are sur¬ 
plus products, that' India is so self-contained that it can pro¬ 
duce all it wants and still export this immense quantityof mate¬ 
rials’ and that India would not have prospered if there had been 
no free trade between her and England, is not very convincing. 
Sir Dinsha probably refers here only to the increase in the 
quantity of trade because he proceeds to observe that India’s 
old industries require to be revived and that * those and other 
new industries would necessitate protection during their infan¬ 
cy*. I am one of the convinced advocates of Free Trade, he 
continues, ‘ but yet I oonsider that some protection is required 
for old industries to be revived or for new industries to be 
started. * 3 

1 Speed) at the Benares Industrial Conference, 1905. 

2 Select Writings and Speeches, Vol. 1 page 177. 

3 Four Papers on Economics and Statistics. 
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Mr. G. V. Joshi, whose writings are full of inspiration and 
information and sound reasoning, agreed with Mr. Ranade, his 
teaoher and guide, that State assistance and Protection were 
absolutely needed for the revival of the indigenous industries 
of India. He regarded the dependence of the people on agri¬ 
culture as the sole means of subsistence, as the weakest point 
in India’s economic position and pleaded for a co-ordination of 
agricultural and manufacturing industries with the direct help 
of the State. Mr. G. Subramania Iyer held similar views, and 
they are clearly reflected in the following quotation from his 
writings :—“ The British nation must be told frankly that the 
Indian people have no doubt whatever in their own minds that 
so long as the present so-called Free Trade and unequal com¬ 
petition continue, India has no hope of a future which will be 
distinguished by material prosperity.” 1 

The Swadeshi movement, which has found enthusiastic 
advocates among the best thinkers of the country, is based upon 
j the idea of national economic development and of Protection. 
If the State does not stimulate industrial progress, the people 
j are prepared to promote it by patronising home industries even 
1 at a sacrifice as consumers; and Government has come to 
\ recognize the utility and reasonableness of the movement. 

Mr. Gokhale learned his lessons on public questions from 
Mr. Ranade and imbibed his spirit of patient inquiry, close 
study and sound reasoning. In a speech he made at Lucknow 
in 1907 on the Swadeshi movement, Mr. Gokhale traced the 
industrial decay of India and the harm which free trade had 
done to the oountry, and observed “ It was, therefore, to the 
advantage of England that there should be no export or import 
duties, as one result of such duties was to add to the cost of 
the articles supplied to foreign countries. But forcing this policy 
of free trade upon a country circumstanced as India was, was a 
wholly different thing and was bound to produce results of a 
most disastrous character.” He proceeded ” The State by a 
judicious system of protection, should then ensure conditions 
under which new infant industries can grow up. And until the 
new industries can stand on their own legs, it becomes the duty 
of the State to have a protection wall around. This is what 


1 Some Economic Aspects of British Rule in India, Page 350. 
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America—-already one of the richest nations in the world, and 
one which will yet reaoh the foremost plaoe...has done, and the 
case is the same with France and Germany.” The Charkha 
and Khaddar movement, divested of its political oolour, is 
nothing but a propaganda of the old Swadeshi oause, only in 
a more intensive and restricted form. It is also a protest 
against the free trade polioy of Government and an attempt 
at eoonomio reconstruction. 

126. Policy for India*. —We have deliberately devoted so 
much space to a statement of the views held on this important 
question by Indian economic students and publio men to show in 
what direction the thoughts of responsible eduoated Indians have 
flowed and how our Government is now veering to this opinion, 
thanks to the upheaval created by the war and to the ohange 
in the angle of vision even of British statesmen. Their eoonomio 
and historical studies, have strongly impressed Indian thinkers 
with the beneficent efficacy of the measures which most foreign 
nations have taken during the last two generations to promote 
their industrial development, and they have been convinced 
that the reasoning and conclusions of the National School of 
Political Economy, are applicable to the conditions of India 
rather than the theories of natural law and of free competition 
of the Orthodox School. It is, therefore, futile for outside 
critics to hope for the rise of a free trade school among the 
economio students of India. The latter appreciate the free 
trade doctrine in the abstract and will be influenced by it only 
to the extent that they will desire that Protection to be adopted 
in this country should be of the right kind and the evils 
associated with it should, as far as possible, be avoided. 

The subjeot of Protection has been often disoused in the 
Supreme Legislative Council, the question having been raised 
there by resolutions recommending the imposition of protective 
duties on articles like sugar and the abolition of the cotton 
excise duties. \TThe strongest objection to Protection is that it 
usually fails to produoe the results expected of it, and those! 
who propose a specific measure of protection, have to calculate 
carefully the effeots it is likely to have on the economio oondif 
tion of the different olasses of the oommunity\ Mr. Gokhalei 
faoed this question with a judicious frame of imnd and weighed 
all the considerations that oould be urged on both sides before 
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pronouncing his opinion, When the question of the excise 
duties was raised in the Imperial Legislative Counoil in Maroh 
J911, hy the Hon’ble Mr. Dadabhoy, he gave expression to his 
view in regard to the Free Trade versus Protection controversy 
in very lucid terms. That view refleots and ought to reflect 
the considered opinion of e?ery oareful student of Indian Eco¬ 
nomics. QojshaiU gftis •—“ Coming to the larger aspect of Free 
■ Trade versus Protection, I would like briefly to state my posi¬ 
tion in this matter. I may say at once that by oonviotion I 

• am not an upholder of Free Trade in all countries and at 
! all times. Free Trade can no more prevail universally at 
| present than any other noble ideal, for instanoe, the brotherhood 

of man...In the same way Free Trade for all countries may be 
j all right in theory, but it will be a long day before we shall 
> have it in practioe everywhere. And till that time comes, 
I every oountry must take care of its eoonomio interests in its 

* own way.’* 

Taking the word ‘Protection’ in its comprehensive sense, 
Mr. Gokhale proceeded to distinguish between the right and the 
wrong kind of protection :— “’Ehq right kind r>f pyotaotion is that 
under which the growing industries of a country receive tEe 
necessary stimulus and encouragement and support that they 
require but under which care is taken that no influential com¬ 
binations, prejudicial to the interests of the general community 
come into existence. The wrong kind of protection, on the 
other hand, is that under which powerful influences and com¬ 
binations of interests receive assistance to the prejudice of the 
general community, the general tax-payers of the oountry. 
And I believe that the right kind of Protection, if available, 
will do good to India.” As will be shewn later, some improve¬ 
ment in this respeot is provided under the recent Reform Act. 
A new Department of Industries, under a special Member, has 
been oreated in the Government of India for stimulating indus¬ 
trial development and the Provinces too now have similar de¬ 
partments which will be under popular control. 

The peculiarity of India’s position to whioh we have advert¬ 
ed is that the people have still no effective voice in the govern¬ 
ment of the oountry and in the shaping of the national policy, 
and the large industries and the growing foreign trade of the 
country are not in the hands of the people. There is no oonstitu- 
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tional machinery by which the wishes of the people can be carried 
out as the Government is not responsible to them. It has been 
pointed out how other than purely India interests carry weight 
with the Government, and the Secretary of State for India who 
oontrols the Government of India, being a member of the Bri¬ 
tish Cabinet, is swaye&by the pressure of capitalists and manu- 
| faotures in England, fif protection is, therefore, to- be granted 
Vto industries, there must be a guarantee that the profits that 
|will accrue, will remain in India and not' be carried away by 
|those who have no stake in the ooun try /Sunder these circum¬ 
stances, Mr. Gokhale was constrained tfJnold that on the whole* 
a policy of Free Trade, reasonably applied, was the safest policy 
for this country. He thought that “ otherwise influential 
interests, influential combinations; and influential parties in 
England, who can have ready access to the Secretary of State 
to whom we have no such access, will not fail to take the 
fullest advantage of the situation and this huge engine of 
protection, which is a vast power, will be employed, not in the 
interests of the people of India, but in the interests of those 
parties.” This aspect of Indian poteotionism requires very 
careful consideration. There is a danger of purely Indian 
enterprise being sacrificed to that of foreign and non-Indian 
vested interests that may be created behind the shielding walls 
of protection. 

127. Indian Protectionism The Indian tariff has 
long been on praotioally a free trade basis and this policy as 
^ well as that underlying the imposition of the cotton excise 
>duties, has been dictated by a faith in Free Trade and by the 
'influence of British interests whose pressure was irresistible. 
It is the honest belief of some that free trade was the right 
policy to adopt in India in view of the undeveloped character 
of its natural resources and the poverty of its people who want 
a variety of cheap imports to improve their standard of living ; 
while others have made no secret of their opposition to Protec¬ 
tion in India on the ground that it would be detrimental to the 
interests of English manufactures. 

(1) We hold that in this oountry, a free trade policy 
would mean only drifting along the whirling currents of the 
world’s economic development; and to be at the mercy of the 
36 
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so-called laws of nature and the deliberately planned and self- 
interested measures of foreign countries, is to oourt disaster. 
This polioy of drift, so long pursued, has already proved harm¬ 
ful, and in the international struggle for economio progress,, 
this country must arm itself with the necessary weapons. 

(2) When we declare for Protection, we must not be- 
understood to advocate an indiscriminate imposition of restric¬ 
tive import duties on all manner of artioles. Other countries 
like France and the United States of Amerioa, have had such 
high tariff walls ereoted to keep out and restrict the import of 
foreign manufactures. The Indian tariff must be constructed 
with a view to the interests of the country as a whole and to 
the position of the various industries in the country ; and its 
effect on the different classes of the community must be oare- 
fully calculated. 

»^(3) Import duties do not always tax the pooket of the 
foreign manufacturers and may only mean an addition to the 
sacrifice exacted from the consumer. If the State has to make 
the tax-payers contribute more largely to the public expenditure, 
import and export duties may prove convenient and productive. 
They constitute a favourite method of raising revenue, and the 
free trade conscience ought not to be shooked if such duties are- 
levied for revenue purposes, even when they have a protective 
tendency. 

% X^) Here it must be made clear that many queer notions, 
full of fallacious reasoning, are current in connection with 
this subject in India as elsewhere ; and they have to be guarded 
against- All imports are thus often dubbed as dumping and alL 
exports as a drain of the country’s wealth. Ignorance and lack 
of discrimination are responsible for the popular fallacies which 
are indulged in even by educated people. 

128. State's Attitude :—In view of the extinction of 
opium revenue, the ^amhar was compelled to- 

impose additional taxation in 1910, and customs duties on cer¬ 
tain artioles were raised. In that connection. Sir G. Fleet 
wood Wilson observed in introducing his financial statement:— 
“ I hope I shall not be charged with framing a Swadeshi budget 
in the sense whioh may be seen indicated on Bryant and May’s 
match boxes (Support Home Industries). I think Swadeshi is 
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good ; and if the outoome of the changes I have laid before the^ 
Council result in some encouragement to Indian industries, I 
for one, shall not repent it, but I would emphasise the fact 
that the enhanced custom duties are attributable solely to the - 
imperative necessity of raising additional revenue/ 1 He then 
went on to point out that even in Free Trade England consider¬ 
able revenue duties -had been imposed for revenue purposes 
and that “ in countries which depend mainly on agriculture, 
where the population is poor and there are no large and pro¬ 
fitable manufactures it will be long before you can dispense 
with customs receipts as a part of the revenue essential for the 
administration of the country, 0 

Here we notice (i) the Finance Member’s anxiety to disown 
all idea of imposing duties for protective purposes and the 
apologetic tone he adopts for appearing to frame a Swadeshi 
budget; (ii) the necessity he feels to enhance customs duties 
for providing a larger revenue ; and (iii) his conviction that in 
an agricultural and backward country like India, the Govern¬ 
ment must depend, to a considerable extent, upon customs 
receipts as a part of its revenue. There aTe several directions 
in which more liberal expenditure is urgently needed e. g. ex¬ 
pansion of education and improvement of sanitation; and more 
reliance will have to be placed upon this form of indirect taxa¬ 
tion to provide the funds required. Faith in the free trade 
doctrine cannot, therefore, be allowed to prevent the Finance 
Member from imposing import and export duties, though they 
may have a protectionist tendency. 

|J*(5) Protective duties alone will not, however, solve the 
economic problem. They will assist the indigenous industries 
to compete with their foreign rivals, provided, of course, the 
latter are discouraged by the duties and retire from the field 
or restrict their operation in the Indian market. An attempt 
will have to be simultaneously made to improve the conditions 
in which the industries work, and to bring them up to the level 
of their rivals. Care must be taken to see that Protection does 
not entail a sacrifice on the consumers while failing, at the 
same time, to make national production more efficient. Pro¬ 
tective duties will be one of the ways of ensuring the success 


1 Speech in connection with the Financial Statement fot 1910-11. 
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of a new undertaking and must not be allowed to dull the edge 
of enterprise and efficiency. 

(6) The Indian Protectionist must also ask himself the 
question if Protection “might not merely mean that the manu¬ 
facturer who now competes with you from a distance, would 
transfer his activities to India and compete with you within 
your own boundaries? ” 1 2 The significance of this remark de¬ 
serves very oareful consideration as we have pointed out 
above. Protectionism in India, as in other countries, is, of 
course, intensely national; and it would obviously insist upon 
purely Indian enterprise being preferentially assisted by the 
State so that schemes of development started by non-Indians 
may not take unfair advantage. 

That by the spread of suitable education, by a provision 
for scientific research, by demonstrations and by means of finan¬ 
cial and other aid, the State can and ought to promote the 
industries of the nation, has been admitted even by staunch free 
traders. Experimental factories have been reoommended and 
were started in the Madras Presidency. Demonstrations are 
being given in agricultural and manufacturing processes. New 
models of agricultural implements and hand-looms are being 
introduced. But this work must be done on a larger scale than 
now, and the problem of the manner in whioh capital may be 
provided to industries in the initial stages with sufficient gua¬ 
rantees, must be immediately tackled. Directors of Industries 
have to undertake this work of economic organization and they 
must proceed with the same enthusiasm as the Registrars of 
Co-operative Societies have done. 

^ (7) While the State in India follows the laissez faire policy 
in the matter of trade and industries, it has assumed, in this 
country, several functions which, in other countries, are left to 
private enterprise. The State here is, in many respects, more 
national and socialistic than is usually supposed.* The Indian 


1 Sir W. Clarke: Speech in the Supremo Legislative Council, March, 
1916. 

2 While the problem of unemployment and the question of chocking the 
abuse of competition are engaging public attention in England, the Govern¬ 
ment of India has long taken upon itself the duty of relieving distress and 
saving lives in times of scarcity and famine. Railways and canals have 
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State regards itself as a universal landlord ; it owns most of 
our railways and manages some of them directly; big irrigation 
works are constructed and managed by it; it is the biggest 
banker in the country and Lord Morley once boasted of the 
immense business done by the India offioe. The Indian forests 
are a big state property, and the state is called upon to exploit 
it systematically and vigorously. The same principle has to 
be extended further and consciously applied to the industrial ^ 
development of the country on lines which have now been 
approved by other national Governments. 

129. Fiscal Controversies: —(8) But the free trade > 
conscience of the authorities in England who have the last? 
word oa these matters, and the pressure of vested interests in 
that country which they find irresistible, have stood in the way ; 
of the pursuit of this policy. The demand for fiscal autonomy < 
for India is based upon this anomalous position in which tho ; 
Secretary of State can override the wishes of the people of this! 
country, strongly backed up by the Government of India and 
the Provincial Governments, as was done by Lord Morley. : 
Whenever any question relating to fiscal polioy or State ; 
assistance to industries, comes up before the Indian legislatures^ 
the Government in India cannot take action which it thinks ! { 
best in the interests of the country, and it has to confess frankly| 
that “ their poIlQyJfl_afid must bejhe p olicy. q jE..£[ifl-.Mflieaty.. , a. 

^G&yernment.’* 1 

The self-governing Dominions enjoy complete freedom in 
this respect. Their Governments have raised tariff walls against 
the manufactures of England and they have been allowed to do 
so. In this Dependency, however, the Government is not. 
allowed to enjoy this necessary freedom to manage its affairs- 
in accordance with its circumstances and needs, and thus the 
interests of India are subordinated to other interests. This is 
a long-standing grievance, and none has given expression to it 

always been practically State undertakings. Various tenancy acts and other 
measures have been passed to safeguard the poor tenants against the exactions 
of the landlords. An attempt has been made to save the rayats from the ex¬ 
acting clutches of the iuon^y lender. ”—Sir T. Morison. See the Author's- 
Indian Industrial and Economic Problems, page 176. 

1 Sir William Clarke in the Viceregal Council. 
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more bitterly than the Government of India itself. The Secre¬ 
tary of State, who is a member of the British Cabinet, is 
directly responsible to Parliament and is subject to the in¬ 
fluences of British party politics. Parliament itself does not 
take much direct interest in Indian affairs, and British manu¬ 
facturers and ex-officials who are members of either House, 
are able to shape Indian policy. The latter can effectively 
thwart his measures of reform if the Secretary of State is 
independent-minded and progressive, and will strengthen his 
hands if he is opposed to progress. 

As Mr. Gokhale has said, in the matter of securing this 
fiscal autonomy which India legitimately claims, * there is 
really not much to choose between the two parties in England.’ 
The Liberal party, wedded to free trade, feels that India’s 
salvation lies in the continuance of the existing polioy and it 
says that India would bo worse off if Protection were to beoome 
the accepted policy of England. India’s dependence would be 
intensified and her industries would become more helpless than 
now. On the other hand, members of the tariff reform party 
point to the destruction of the indigenous industries as the evil 
fruit of free trade, and condemn the cotton excise duties in 
unsparing language. They, therefore, advise the Indian people 
to accept their scheme of preferential trade within the Empire, 
though they cannot favour the idea of allowing India to frame 
her tariff according to her peculiar conditions and interests. 
The Labour party which favours India’s political aspirations, 
is wedded to freedom of trade and is not likely to support the 
Indian demand in this regard, if and when it comes into power. 
Did India enjoy fiscal autonomy like the self-governing Domi¬ 
nions, her position would be enviable while she was courted in 
this way by two parties. As a matter of faot, however, whatever 
j'policy gets asoendanoy in England, has to be the policy of 
|India too, whether it is suited or not to her conditions. But 
> this state of things cannot continue. 

I The problem of protection and fisoal autonomy for India 
|!s mixed up with the Imperial problem of* preferential trads 
and defenoe. It has invested the latter question with special 
and immediate interest. Sohemes of imperial preference and 
imperial reconstruction, have been discussed for several years a 
but their discussion has had only an aoa lemic interest. Whe *. 
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the late Mr. Joseph Chamberlain started his oampaign of tariff 
reform, the Government of India were sounded as to their views 
in the matter. The countervailing duties imposed on bountyf- 
ed sugar ooming from Germany and Austria-Hungary, in the 
time of Lord Curzon, had evoked a warm controversy in Eng¬ 
land, and that Viceroy had made, what was regarded as a 
contemptuous reference to ‘ the mutterings of the priests at the 
\ shrine of free trade.’ Qlo definite scheme of preferential trade 
. had been placed before the Indian Government ybut the latter 
expressed the view that India wanted a free Hand and would 
'not like to be involved in tariff wars. 

,. |>»130. Imperial Preference :—The Government of India 
•were of opinion “ that (1) without any suoh system India al¬ 
ready enjoyed a large, probably an exceptionally large,"'measure 
of tbe advantage of the free exchange of imports and exports ; 
(2) that if the matter were regarded exclusively from the econo¬ 
mic standpoint, ;India had some thing, but not perhaps very 
much, to offer to the Empire ; that she had very little to gain 
in return; and that she had a great deal to lose or risk; and (3) 
in a financial aspect, the danger to India of reprisals by foreign 
nations, even if eventually unsuccessful, was so serious and 
their results would be so disastrous that I ad ia ..would.„aft& w b8 
juatified.lp.eniba.rking^ on any new policy of preferential trade 
unless assured of benefits greater and more certain than any 
whioh had so far presented‘themselves to the Government of 
India.” 1 

Later events, suoh as the occasional meetings of the Im¬ 
perial Conference, the discussion of the problems of Imperial 
defence and trade and particularly the intimate association of 
the Dominions and of India with England in the war with Ger¬ 
many, put an altogether new oomplexion on the situation. Not 
that free traders were convinced that restriction of imports 
would do good to England or that preferential trade within the 
Empire would add strength to the eoonomio position of the 
country. The resolutions passed by the Paris Conference did 
not meet with their hearty approval and the proposed arrange¬ 
ments about preferential trade within the Empire and with the 
Allies were deolared to be unsound. But the struggle with an 


1 Webb]: India and the Empire. 
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unscrupulous enemy, required an efficient organization and con¬ 
centration of resources, and the voice of controversy was natur¬ 
ally silenoed for the time being. Many difficult post-war 
problems also presented themselves for solution and a closer 
unification of the Empire was found to be imperative. 

The enemy, who had prepared himself for the war while 
the world slept in fancied security, and who violated moral 
and international law, took the Empire by surprise. And the 
Empire made up its mind that this should not happen again. 
One of the guarantees of the future peace of the world was to- 
be the constitutional reconstruction of the Empire and with 
it the readjustment of the economic and fiscal relations of 
England and the Dominions. The urgent need of such 
reconstruction impressed itself so strongly on the minds of 
people that it became the subject of animated discussion. 
So long as the struggle continued, attention had to be con¬ 
centrated, however, on efforts to win the war. But any discus¬ 
sion of the issue of constitutional reconstruction naturally 
involved the consideration of the fiscal problem also. The- 
general lines on which the tariff question could be de- 
|Cided, were clear. The integral parts of the British Empire^ 
fmust admit the goods of one another on specially favour¬ 
able terms, if not absolutely free, and all of them must put more , 
or less prohibitive duties on foreign imports, the Allies coming/ 
in for favourable treatment and friendly neutrals being treated] 
more favourably than dfche enemies. This arrangement, like^ 
tariff reform schemes formulated before the outbreak of the war* 
'was calculated to serve two purposes, first, to unite the Empire 
more strongly and make it self-supporting and secondly, to 
promote the industries of Great Britain which suffered from the 
competition of foreign countries like Germany, by ensuring to 
it a steady supply of food and raw materials and markets for 
its manufactures. 

Under such a soheme of Imperial organization, India was, of 
course, entitled to oooupy the same position as the Dominions* 
The importance of India, arising out of strategic position* 
her commerce, her raw materials, her size, her teeming popula¬ 
tion and her markets, has been recognized by free traders and 
tariff reformers alike. India’s whole-hearted participation in 
the struggle, the sacrifices made by her people for the cause of 
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the Empire and their readiness to go through thick and thin 
with their brother citizens of the United Kingdom and the Domi¬ 
nions, gave the Empire a new vision and a new sense of duty 
towards this country. But among those who thought and wrote 
about imperial reconstruction, there was hesitation and reluc¬ 
tance to accord to what was only a Dependency, the status and 
the privileges of the self-governing portions of the Empire. 
The fisoal organization of the Empire must be based on the 
principal of mutual concession and reciprocal sacrifices. And 
India’s willingness to bear her responsibility as an equal part¬ 
ner in the Empire could never be doubted. But to treat her as 
a trusted dependent and to expect her to bear burdens with¬ 
out enjoying corresponding powers and rights, must make all 
the difference. 1 

131« Indian Government’s Attitude :—We have never 
believed that India would benefit by consenting to be iucluded 
In a scheme of Imperial preference such as those adumbrated 
by tariff reformers and imperialists in England and in this 
country. / India has claimed fiscal autonomy, because her peo¬ 
ple want freedom to frame their tariffs and protect their indus¬ 
tries against foreign competition. Preferential trade, which 
will not be in consonance with this object, cannot be accept-^ 
able. In their despatch of 1903, the Government of India 
frankly stated :— “ All past experience indicates that in the' 
decision of any fiscal question concerning this country, power¬ 
ful sections of the community at home will continue to demand 
that their interests, and not those of India alone, shall be 
allowed consideration. ” Speaking in the House of Commons 
in 1908, Lord Curzon reiterated these views. He observed :— 
“ What has been our experience in the past in India of the 
manner in which the influence and power of the Secretary of 


1 That manufacturing interests in England, particularly Lancashire mill 
owners and merchants, should attempt to bring pressure to bear on the Secre¬ 
tary of State for India to modify our tariff to their {advantage even after the 
inauguration of the Reforms of 1919, is a significant commentary on the 
fiscal positionj of this country in the Empire. The manner in which the 
Indians’ claim to civic equality in South Africa and Kenya is being treated, 
cannot but have its effect upon the solution of the problem of impelial 
preference. 

37 
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State as the ultimate ruler of India areexeroised In the direotion 
of the fiscal policy of India ? It is that in fisoal matters the 
■' Government of India has to take the views of the Secretary of 
State whether it agrees with them or not and these views 
are more likely to be guided and shaped by English than by 
purely Indian considerations. ” The economio development 
of India is bound up with fiscal autonomy for India and fisoal 
autonomy is bound up, in its turn, with popular oontrol of the 
Indian Government. These are fundamental faotors in this 
problem of the trade organization of the Empire and to speak 
of India's participation in a scheme of the Imperial Preference 
without raising her status in the Empire to genuine equality 
with the Dominions and giving the people constitutional con¬ 
trol, is utterly to misunderstand the whole problem. 

This question was raised, in March, 1913, in the Supreme 
Legislative Council, by Sir Gangadharrao Chitanavis in a 
resolution in which he reoommended the adoption of a system 
of preferential tariffs with the United Kingdom and the Colonies. 
In his speech, the mover of the resolution claimed fisoal auto¬ 
nomy for India, but in his view it was outside the sphere of 
practical politics and, therefore, he pleaded for preferential 
trade within the Empire as the next best arrangement. What 
should come first he was willing to postpone and stated that * a 
customs union with the colonies, would gradually secure for us 
there a better and more dignified position than we now have.' 1 2 
Sir Gangandharrao’s plea was unoonvinoing and fell flat on the 
Council and on the country. 3 It only called forth a dissertation 
on the comparative merits of free trade and protection from the 
Finance Member, Sir G. F. Wilson. The financial aspect of 
the question,—the loss of oustoms revenue that a scheme of 
free trade within the Empire would involve,—was emphasised 
in his speech which was non-oommittal, though its leanings 
towards free trade were quite apparent. 

132. Fundamental Principles. —Leaving aside the ex¬ 
tensive controversial literature which has appeared on this sub- 


1 See Lovat Fraser’s Lord Curzon and After, page 347. 

2 It is curious to notice that the debate roused the enthusiasm of Sir 

Roper Lethbridge who hastened to write a book on what he chose to call “ the 
Indian Offer of Imperial Preference.” 
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jeot, 1 2 we may proceed to point, out the f undamental pxixx oipletrj 
which are involved in it. /f*l ) In the first place, in whatever j 
fiscararfangernenf is proposed, representatives of the people of! 
India must have an effective voioe in the discussion and deter-* 
min at ion. The self-governing Dominions struggled to obtain this 
fiscal freedom and equal partnership in the Empire, and to-day 
they are aoting as the equals of the United Kingdom. In 1859, 
•the Finance Minister of Canada administered a rebuke to the 
Colonial Secretary when the latter tried to interfere with the 
fiscal rights of the Colony.*, He said:—“ Self- governm ent wopld. 
be utterly annihilated if the views of the Imperial Government 
were to be preferred to those of the people of Canada. It is, 
•therefore, the duty of the present Government distinctly toj 
affirm the right of the Canadian Legislature to adjust the taxa¬ 
tion of the people in the way they deem best—-even if it should! 
unfortunately happen to meet with the disapproval of thy 
Imperial Majesty.” 3 The new partnership concedes to the 
Colonies a share in the shaping of the destinies of the Empire 
which was formerly entirely in the hands of'the British Govern¬ 
ment. During and owing to the recent war, this partnership in 
the British Commonwealth of nations has become more real and 
live. 

(2) India must be treated on terms of equality with the 
Dominions in this respect, and the concession of justice must be 
preceded by the grant of fiscal autonomy.- The first without the 
second is futile.\ The concession of a nominal equality of status ( 
in the Empire a4d of representation in Imperial and other con¬ 
ferences will not be enough. A complete change of heart and 
equality in deed as well as in word are essential. It may ba 
said that this is impossible so long as India is not a fully self- 
governing Dominion. But if that is so, it is useless to talk 
of India’s equal status in the Empire* (3) The Government of i 
India, which will have to be endowed with full fiscal freedom \ 
must also, as a condition precedent to a participation of this j 
^country in an arrangement of preferential trade, be made ame- | 


1 Sec The Colonial Conference; the Cobdoa Club’s Reply to the Prefer¬ 
ential proposals; the Tariff Reform League’s pamphlets, and the Report o£ 
the Indian Fiscal Commission. 

2 Percy Hurd and Archibald Hurd: The New Empire Partneiship. 
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pable tQ the control a£ihaitaap]&. The present fiscal autonomy 
of India is obviously partial and not wholly satisfactory. The- 
above three things are inseparably bound up with one another. 
When these conditions are satisfied, it will be perfectly fair to 
expeot from India all the sacrifices which imperial responsibi¬ 
lity will throw on her shoulders. The main object of Imperial 
preference is the consolidation of the Empire and mutual aid 
and sacrifices for the promotion of the material prosperity of 
the parts as well as of : the whole. Every measure that enriches 
the component parts enriches the Empire, and no tariff scheme 
will be acceptable that is calculated to injure the individual 
interests of the Dominions or of India. 

The effective organization of the defence of the Empire is- 
a large and important problem. And India can render consider¬ 
able help in solving it by countributing a small naval force 
as well as an army of her own. But in order to enable her to- 
shoulder her increased responsibility she must be allowed to 
strengthen her financial and economic position. In a note 
submitted to Mr. Montague and‘Lord Chelmsford, Sir Ibrahim 
Rahimtulla made out a strong oase in favour of the grant of 
fiscal autonomy to this country so that India might utilize her 
opportunities for enriohing herself and helping the consolida¬ 
tion of the Empire. He believes that free trade is unsuited to 
the conditions of India and strongly supports the Indian de¬ 
mand for protection and fiscal automony, in the interests of the 
Empire as well as in those of India. India’s new status was 
recognized by her representatives ( of course, nominated by an 
unresponsible Government) being admitted to the Peace Con¬ 
ference and other conferences, and her being made an original 
member of the League of Nations along with the self-governinff 
Dominions. And thus Great Britain would claim from India 
sacrifices similar to those made by the latter. But does India 
!enjoy real fiscal autonomy like the Dominions and are the 
sacrifices expected of her truly similar? These questions must 
be satisfactorily answered before Britain’s claim can be- 
admitted. 

133. Difficulty of Solution :—Imperial consolidation to 
be attained by preferential trade within the Empire will, of 
course, entail reciprocal sacrifices, and the scheme must ba 
.suoh that eaoh constituent part of the Empire will be called 
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(upon to make a reasonable contribution. It is doubtful, how* 
lever, if a policy of protection which preferential trade will im- 
ipose on England, will, on the whole, be beneficial to her indus- 
| tries and trade, and if a tariff scheme can be devised which will 
([satisfy all parties concerned. It is the ideal of many to make 
the Empire self-contained so as to enable it to snap its fingers 
at foreign countries trying to injure or retaliate upon it. The 
risks run and the dangers overcome in the war with Germany, 
have taught the value of Imperial co-operation and consolida¬ 
tion. The adoption by the Empire of Imperial preference will, 
in a sense, extend the bounds of free trade, and the experience 
of the war swept away the doubts entertained by many about 
the wisdom of tariff reform. It is an undisputed principle that 
fche component parts of the Empire must be brought together 
kn ore closely than now and must participate in the determina¬ 
tion of general Imperial policy. 

Sentiment and the sense of political necessity will, of 
course, go a long way in bringing about the achievement of 
Imperial consolidation. The people of this country must realize 
the value to them of India’s membership of the Empire; and[ 
Great Britain and the Dominions must show corresponding! 
appreciation of their duty to India. The Empire is so vast anti 
produces such a variety of raw materials and manufactured 
goods, that it may become self-sufficing more easily than an^ 
other political organization in the world. pBut it is this variety* 
and the differences in the Empire regarding racial and national! 
consciousness, economic conditions and constitutional status,! 
that make the solution of the problem highly difficult. The 
arguments of those who would leave the Colonies free to 
evolve their own destinies and instead of trying to tighten the 
ties by tariffs and formal Imperial councils, would look, for 
support, to the affection of the Dominions for the mother coun¬ 
try, seem to have become out of date. Still it cannot be said 
that they have lost all their force, and a practical consideration 
of the question immediately shows the difficulty of finding a 
satisfactory solution. 1 

1 “ It is easy to say that free trade within the Empire is desirable, and 
it is to be hoped that in the course of time^this ideal will be realised. But 
this country ( England ) would not gain if this ideal must be purchased by 
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r England's manufacturing prosperity depends mainly on her 
lability to export to all parts of the world the goods her factories 
land mines turn out, and to import food and raw materials in 
^abundance. A free trade policy is, therefore, eminently suited 
fto her condition and a radical change in it will require very 
^strong arguments to enforce it. 1 One peculiar feature of India's 
foreign trade which makes the expected beneficial effect of 
preferential tariffs problematical, is the predominant position 
which the Empire already occupies in that behalf. Full 70 
per cent, of the total imports of merchandise in 1913-14 came 
from the British Empire, 64 per cent, being the share of the 
United Kingdom alone. And of the exports, the Empire took 
37'8 per cent., the share of the United Kingdom being 237 per 
jcent. It is obvious that India takes from foreign countries only 
•what the United Kingdom cannot supply and exports to them 
jwhat the Empire does not demand. In these circumstances^ 
{preferential trade will only mean an unnecessary sacrifice of 
fcustoms revenue and enhancement of the prices of articles- 


sacrificing a trade of threefold magnitude with foreign countries, by creating 
nil kind?* of local jealousies throughout the Empire, and by interfering with 
system- of taxation which the people who boar the taxes regard as beneficial, 
or, at any rale satisfactory.”—Prof. Nicholson : Principles of Political 
Economy, Yol. III. 

1 The difficulty referred to above will be apparent from the manner in 
which the resolutions of the Paris ■Conference and the recommendations of 
the Committee on Commercial and Industrial Policy of which Lord Balfour of 
Burleigh was chairman, wove received. The Committee recommended, in view 
of the experience gained during the war, that special steps ought to bo taken 
to stimulate the production of foodstuffs, raw materials and manufactures 
within the Empire wherever the expansion of production is possible and econo¬ 
mically desirabls for the safety and welfare of the Empire. ‘Therefore the 
Imperial Government should now declare its adherence to the principle of 
preferences for products and manufactures of the Dominions in respect of 
any customs duties now or licre-after imposed upon imports into the United 
Kingdom.* The committee further considers that it will be necessary soon 
to consider as one of the methods of achieving the above objects the des¬ 
irability of establishing a wider range of customs duties which would be 
iemitted or reduced on products and manufactures of the Empire and 
which would form the basis of commercial treaties with Allies and neutrals. 
The reception accorded to the report in England brought out the divergence 
of view which still exists on the question. See also J. M. Robertson’s “Free- 
Trade” and “New Tariflfism.” 
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supplied by foreign countries. Export duties on raw materials 
will oertainly bring in- revenue but it is diffioult to say how the 
Indian producers will be affected by a diminution of exports. 
Even the most zealous advooates of preferential trade, are not 
able to show any substantial- gain that India is likely to make 
'under a soheme of preferential trade. 1 As a business proposition, 
Imperial preference is not attractive to India, and it is on other 
{grounds that it will have to be justified and be recommended 
ifor acceptance. 

134. Recent Developments.— The question of Imperial 
preference and Protection has recently lost its academio char¬ 
acter and has beoome a live issue of practical politics. Without 
committing the oountry to the abandonment of free trade and 
the acceptance of protection as a national policy, the Coalition 
Government in Great Britain introduced into its budget for 
1920-21, the principle of Imperial preference by lowering the 
existing import duties slightly in favour of Empire products 
like tea, coffee, tobacco and sugar. This measure entailed an 
insignificant loss of revenue to the British exchequer and was 
not open to the usual free traders’ objection, as it would cheapen 
and not make dear the food imported into the country. But the 
adoption of the principle of preference in England raised the 
important question about the reciprocal concessions other parts 
of the Empire would give to that country. In moving, in the 
{Viceregal Council, for the appointment of a committee, in 
[Eebruay 1920, to examine trade statistics and to report ‘whether 
[or not it is advisable to apply to the Indian customs tariff a 
system of preference in favour of goods of Empire origin,’ Sir 
George Barnes made it clear that the time had arrived to ex¬ 
amine the question afresh. 

It is necessary to state here that leaving the general ques¬ 
tion of preferential trade within the Empire to be decided 
later, the Government of India had already imposed a 15 per 
cent, duty on the exports of raw hides and given a preference 

1 Writing of the probable effect of a differential export duty on jute* for 
instance, Mr. Webb observes.— “In the case of jute the resultant benefits would 
accrue rather to the United Kingdom than to India. This is no reason, bow- 
evor, why India should not take its due position in demanding a statesmanlike 
revision of our commercial policy." — M. De. P. Webb: India and the 
Empire. 
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.of 10 per cent, in that connection, in the form of a rebate, to the 
hther constituent parts of the Empire. This step was taken 
twitha view to protect the many tanneries which had been 
established in this country during the time of war to supply 
; munitions to the Government, and the preferential treatment 
' was intended to promote the development of the tanning indus- 
' try in the Empire so that it might beoome self-supporting in res. 
i pect of leather goods. Pressing financial needs have already 
i forced the Government of India to raise the tariff to unprece- 
s dented heights and even the import duty on Lancashire piece 
goods has been enhanced to 11 per cent. 


Lord Curzon’s Government had deprecated the involving of 
India in any^scheme oLImperial preference, and the Commit¬ 
tee mentioned above examined recent trade statistics in rela¬ 
tion to Sir Edward Law’s minute attached to the Indian Go¬ 
vernment ’s despatch of 22nd October, 1903, on that question. 
hVith reference to the apprehension of retaliatory measures on 
the part of foreign countries, the-Committee was of opinion that 
‘nn view of the demand for our raw materials, there is no 
klsflger to be feared on this score and that the apprehensions® of 
jLord Curzon’s Government in respect of this particular aspect 
„of the question would, in present ciroumstances, be unre al. * 
As regards the loss and profit likely to arise to the country, the 
Committee expressed the view that higher duties imposed upon 
foreign imports, the existing tariff being retained for revenue 
purposes, in the oase of Empire goods, would result in enhan¬ 
ced prices for the Indian consumer and that the benefit from 
an increased market for our exports within the Empire, was li¬ 
mited. The general conclusion of the Committee, therefore, 
was that ‘ India is neither likely to gain nor to lose appre¬ 
ciably cn the balance by the adoption of a moderate preference 
in our import duties. * whe Committee recommended that the 
whole question should b^examined by a strong Commissions 

, 135. Fiscal Autonomy :—The constitutional reforms of 

11919, do not make the Government of India responsible to the 
'Legislative Assembly; and the Secretary of State for India’s 
jcontrol over it remains* Though no statutory provision has 
been made in this behalf, ths assurance has been given that a 
convention would be established by whioh the Secretary of 
State would not override the wishes of the Government of 
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India on fiscal matters if it was in agreement with the Indian 
legislature. The Indian Government would generally be allowed 
to have its own way in framing its tariff, and the Secretary of 
State’s interference would be confined to cases in which the 
obligations of the Imperial Government to foreign nations 
would make it necessary. 1 

This means an advance over the old position in which the 
Secretary of State dictated its fiscal policy to the Government 
of India. The latter will, again, come under greater influence 
from Indian public opinion, in as much as there will be three 
Indian members in the Viceroy’s Executive Council and there 
will be a large majority of elected members in the central legis¬ 
lature. The Joint Select Committee of Parliament was quite 
explicit in declaring that fiscal autonomy must be conceded to 
tfndia but that it could not be guaranteed by statute ‘without 
limiting the ultimate power of Parliament to control the adminis¬ 
tration in India and without limiting the power of veto which 
Crests in Crown.’ It was urged further that neither of these 
^limitations found a place in any of the Statutes in the British 
Empire. The Joint Committee’s argument in favour of a conven¬ 
tion in preference to a statutory provision appears to be conclu¬ 
sive. What is not quite clear is the exception to the Indian 
Government’s fiscal freedom in cases where the Secretary of 
State’s intervention is allowed for safeguarding ‘any fiscal 
arrangements within the Empire to which His Majesty’s 
Government is a party*. Does this mean that India is to 
acquiesce quietly in any scheme of Imperial preference which 
His Majesty’s Government may adopt, irrespectively of Indian 
public opinion and the opinion of the Government of India? 

1 The Join Select Committee of Parliament on tho Government of India 
Bill, 1919, stated in its report ■.— (i Whatever be the right fiscal policy for 
India, for the needs of her consumers as well as for her manufacturers, it is 
quite clear that she should have the same liberty to consider her interests as 
Great Britain, Australia, New Zealand, Canada and South Africa. In the 
opinion of the Committee, therefore, the Secretary of State should, as far as 
possible, avoid interference on this subject when the Government of India 
and its Legislature are in agreement, and they think that his intervention, 
when it does take place, should be limited to safeguarding the international 
‘Obligations of the Empire or any fiscal arrangements within the Empire to 
"which His Majesty’s Government is a party.” 

38 
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Such contingencies are not unlikely, and in those cases, India’» 
fiiscal autonomy will be nothing more than a name. 

130. Industrial Policy .—For years together, before the 
reoent War, public opinion in India urged upon Government the 
imperative necessity of its taking varied aotive measures for the 
promotion of industries in the country, and many of the Provin¬ 
cial Governments had commenced efforts, inadequate and un¬ 
systematic as they were, in this direction. The Madras Gov¬ 
ernment, for instance, introduced into its Province a number of 
new industries by the demonstration of their commercial 
success. But the looal.European community interpreted this as 
a serious menace to private “enterprise and an unwarrantable 
state intervention in affairs which ought to be left to private 
enterprise; and when the Government asked the Secretary of 
State’s sanotion for a larger scheme of industrial development* 
Lord Morley, in his despatch of 29th July 1910, deprecated the 
diversion to State managed commercial enterprise, of funds 
which were urgently required for the extension of industrial 
and technical education. He laid down the State’s attitude in 
this respect in the following words:—“ The policy which I am 
prepared to sanotion is that State funds may be expended upon 
familiarising the people with suoh improvements in the methods 
of production as modern science and the practice of European 
countries may suggest; further than this the State should not 
go, and it must be left to private enterprise to demonstrate that 
these improvements can be adopted with commercial advan¬ 
tage. 

The ' deadening effeot produced by Lord Morley’s diotum’,. 
dealt a deoided set-back to the desire of the Indian Govern¬ 
ment to pursue an active policy of industrial development by 
means of demonstration and otherwise. Lord Grew, in 1912* 
while accepting the general principle laid down by his prede¬ 
cessor, put a liberal interpretation upon his diotum and showed 
how it gave very wide scope to the Indian Government for do¬ 
ing what it wanted, viz. the demonstration of the commercial 
possibilities of certain industrial processes and the advantages 
of improved machinery. Even within the limitations imposed, 
by Lord Morley on the sphere of the State’s industrial activi- 


1 Industrial Commission’s Report. 
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ties, a great deal could have been done ; but the Government of 
India 'had neither the organization nor the equipment to give- 
effect even to*the comparatively limited policy sanctioned by- 
Lord Morley.’ But the pressure of enlightened publio opinion 
on Government continued and the vast industrial possibilities 
and serious drawbacks of India were thrown into relief by the 
experience of the earlier period of the war. In their despatch 
of 26th November, 19 15, Lo rd Hardinge’s Gov ernmen t-put- their 
deliberate opinion on record thaP^it is becoming increasingly) 
clear that a definite and self-conscious policy of improving th^ 
industrial capabilities of India will have to be pursued afte 
the war, unless she is to become more and more a dumping 
ground for the manufactures of foreign nations who will b^ 
competing the more keenly for markets, the more it becomes! 
apparent that the political future of the larger nations depend 
upon their economic position. ” That Government made if 
absolutely clear that * after the war India will consider herself 
entitled to demand the utmost help which her Government can 
afford to enable her to take her plaoe, so far as circumstances 
permit, as a manufacturing country.' 1 

I Intimately connected with this subject is the question of 
flhe purchase of the stores required by the various departments 
of the Indian Government. These stores, so far as they are 
‘imported, have long been purchased mostly from British manu¬ 
facturers, by a department of the India Office, and Indian 
industrialists and merchants have been pressing for a modifi¬ 
cation of the system so as to allow of the adoption of a more 
liberal policy in favour of purchasing articles of looal manu¬ 
facture on a larger soale. The value of Government stores 
imported into India in 1913-14 was £ 5. 3 million and in 1920-211 
£ 10. 5 million. This question has assumed greater importance 
in view of the deoision of the Government to spend Rs. 150 
crores on the railways in five years. It was examined by the 
Industrial Commission which made certain recommendations, 
and was further investigated by the Stores Purohase Com¬ 
mittee of the year 1919-20. There is now in London a Highi 
Commissioner and a Trade Commissioner for India, and the for-] 
mer looks after the purohase of stores on behalf and under thqf 

1 See note by Pandit Madan Mohan Malaviya, Indian Industrial Com¬ 
mission’s Report, pages 313-317. 
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^direction of the[Government of India. The stores purchase rules 
<are being reoonsidered with a view to meet the claim of Indian 
opinion that a fair opportunity, if not preferential treatment, 
should be given to industrialists and traders in this country in 
.this respect. 

The points that demand attention here are : (1) the Indian 
demand that the State should encourage indigenous enterprise, 

■ capital and labour in its purohase of stores ; (2) the interests of 
the tax-payer who should not be made unduly to undergo a sacri- 
: fice involved in the Government’s purchase of locally-made or 
locally-procured articles in preference to“oheaper imported 
stores; (3) the desirability of India making purchases in the 
cheapest foreign markets and not necessarily from British 
manufacturers and firms in cases where stores have to be pur¬ 
chased abroad ; and the complaint that Indian orders are 
going out of the Empire ; and (4) the expectation of British 
firms that they should be given preference over foreign manu¬ 
facturers though their own goods may be dearer. The system 
of stores purchase thus involves the principle both of the 
protection of Indian industrial interests and of the preference 
'claimed for Empire-produced goods. The Sheffield Chamber 
of Commerce is recently reported to have tried to bring pres¬ 
sure to bear on the India Office “ urging that British firms are 
entitled to some special consideration, even in face of slightly 
higher prices on the ground of this country’s (Great Britain) 
services in protecting and promoting- the-welfare of India, and 
claiming that British products are better and wear better than 
foreign. ” 1 

137. Immediate Future. —The ciroumstances which led 
to the appointment of the Industrial Commission, the recoin - 
mendations of that Commission, the work of the Indian Muni¬ 
tions Board and the industrial prospect opened by it, the 
accumulation of oapital rendered possible by war profits, the 
demand for and the measures taken in connection with economic 
reconstruction in England, the discussion of the problem of 
Imperial preference and last, but not the least, the pointed 
attention whioh was direoted to India’s political and economic 
situation and aspirations by the active discussion of constitu¬ 
tional and administrative reform that culminated in the enaot- 

1 Tlic Times Trade Supplement, Engineering Section, 17th June, 1922. 
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ment of the Government of India Act of 1919,—all these have 
contributed to place the question of India’s industrial and fiscal 
policy on an entirely new basis. The authors of the Joint Report 
on constitutional reforms were emphatic in their declaration that 
? “on all grounds, a forward policy in industrial development is 
urgently called for, not merely to give India economic stability; 

' but in order to satisfy the aspirations of her people who desire 
I to see her stand before the world as a well-poised up to-date 
j country.” 

The strength of the case which exponents of Indian economic 
thought had striven to make out in favour of a deliberate State 
policy of industrial development, was frankly acknowledged and 
all their arguments were repeated in support of that policy, by 
Mr. Montague and Lord Chelmsford in their report on the 
proposed constitutional reforms. And the Industria l 
fully endorsed these views and thus lent the weight of its 
authority to the opinion which had long been held and persis¬ 
tently expressed by Indian thinkers, with regard to the economic 
helplessness of the Indian people and the State’s apathy with 
respect to it. The Commission’s conclusions in this connection 
are worth quoting. It says :—“The industrial system is unevenly*. 
and in most oases inadequately, developed ; and the capitalists 
of the country, with a few notable exceptions, have till now left 
to other nations the work and the profit of manufacturing her 
valuable raw materials, or have allowed them to remain, 
unutilized. A powerful, well-directed stimulus is needed to start 
the economic development of India along the path of progress* 
Such a stimulus can only be supplied by an organized system 
of technical, financial, and administrative assistance.” 1 

The Commission was not asked to pronounce an opinion on 
the right fiscal policy for India, and therefore, its recommend¬ 
ations suffered from a lack of completeness. It was felt that 
the whole problem of the Empire's fiscal policy and relations 
would be better decided after the close of the war. A measure of 
fical autonomy has, however, been conferred on India, and the 
Government has declared itself favourable to the essential policy 
recommended by the Industrial Commission and urged by public 
opinion. The prospects are, therefore, good and it remains for 


1 Report, page 2 DO. 
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the State to give effect to the principles and methods of indus- 
'trial and fisoal policy which have won general approval. Op¬ 
portunities will be afforded in a unique manner by the constitu¬ 
tional and administrative reforms, and people and Government 
may be trusted to co-operate in ushering a new era of economic 
development and prosperity. Free trade die-hards, self-centred 
manufacturers and imperialists in England do not still appear 
to have realized the political changes that have ooourred in 
India and continue to talk of forcing their pet theories and 
self-seeking policies on the Government and people of this 
country ! 

138. The Fiscal Commission:— The concession of a 
measure of fiscal autonomy to the Government of India under 
the constitutional reforms inaugurated towards the close of 1919, 
naturally provoked in the Indian legislature the demand that 
ithe national tariff should forthwith be formulated with direct 
Reference to the best interests of the country. Government 
immediately appointed a commission to investigate the question 
in all its bearings, “ to examine, with reference to all the in¬ 
terests concerned, the tarlffpolicy oTthe G overnm ent of India, 
including the question of the desirability of adopting the prin¬ 
ciple of Imperial preference, and to make recommendations.’* 
Almost all the Indian witnesses who gave evidence before the 
Commission, plumped for protection, and several Europeans 
also joined them. 1 It was natural that every one inter¬ 
ested in a particular industry, should have asked for protec¬ 
tion for it ; but many European witnesses were not very 
enthusiastic about protection. On the question of Imperial 
preference, opinion was dearly divided and the Indian view 
was distinctly not favourable to it under existing conditions. 

Barring a few exceptions, protection is now practically a 
universally accepted fiscal creed in India, and it was not possi¬ 
ble that the Commission could pronounce against it wholesale. 
Abnormal financial and other conditions have already forced the 
tariff in India very high, and the strong hold that protectionism 


1 “ The watchword among Indian polititians, industrialists and business 
men to-day is protection for Indian industries and in as much as the United 
Kingdom supplies 61 per cent, of India’s imports it is fairly obvious aganist 
whom the [protection would be levied.”—Ainscough. 
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&as acquired over the public mind in the country has been wide-h 
•ly reoognized. That the industries of India must be encouraged) 
by means, among others, of high import duties, is now seldom 
disputed. And the agitation of Lancashire against a policy of 
high tariffs and of protection, has only fanned the’flame of In-^ 
-dian sentiment. 1 What the Fisoal Commission could not 
•easily solve and unanimously agree about were the questions re¬ 
lating to countervailing excise duties and preference for pro¬ 
ducts manufactured and consumed in the Empire. The ohair- 
man and four other Indians on the Commission, dissented from 
their colleagues as regards the emphasis to be laid upon protec¬ 
tion as the deliberate policy of the State and the importance to 
be attached to the operation of the principle of Imperial prefer¬ 
ence. British free traders want low import duties and excise, 
where necessary, to counteract their protective effect; and Bri¬ 
tish proteotionists are keen on preference for Empire products. 
Indian protectionists want neither. And here came the difficulty 
of the Fiscal Commission. The cotton excise duty on Indian 
manufactured cloth, is odious to Indian public opinion. It has 
hardly a friend in the country ; and the arguments based on 
financial necessity, the poor consumers’ interest in cheapness of 
cloth and the danger of pampering capitalist vested interests* 
fail to make any impression favourable to free trade or an 
exoise duty. It is difficult to convince Indian'opinion of the 
reasonableness of an excise duty in the face of the contention 
that Indian mills do not compete with Lancashire in as much 
as they produce different varieties of yarn and cloth and are 
handicapped in a number of ways. The comparative cost of 
Iputting up a spindle in Lancashire and in India before the war, 
•for instance, was two and four guinees respectively, and in 
(post-war conditions it is stated to be £7 and £14. 

[. As to Imperial preference, the Commission could not ignore 
the feeling prevailing in the country that it had a political as 
well as an economic aspect. So far as the latter was concerned, 

1 “ The demand from industrialists in India, both European and Indian* 

for a protective tariff is most insistent.The more agitation there is in the 

United kingdom, the closer become the ranks of the Indian politciians ”— 
Ainscough. 
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each case could be considered on its merits. It would be possible 
to concede it if it entailed no loss on the country. The treat¬ 
ment meted out to Indians in the other parts of the Empire, 
in Kenya and South A-frioa, even at this day, is not calculated 
to commend the politcal necessity or advantage of Imperial 
preference to Indian public opinion, and put it in a frame 
of mind to give general acceptance to the principle. The 
Indian mind is very sore on that question, and recent 
happenings have aggravated instead of improving the situa¬ 
tion. The conclusions and recommendations of the Fisoal 
Commission can .not carry weight in the country in so far as 
they fail to take sufficient account of Indian sentiment in this- 
regard ; and the dissent of five Indian members, including the 
chairman, is full of significance which will not be lost upon 
the people. The following statement will show at a glance 
the position of India with reference to inter-imperial and 
foreign trade:— 

India’s Trade. 

Percentage thare of United Kingdom , British Empire and 
foreign countries. 




Import 

s. 

Exports. 
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21 
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| P-c. 

p. c. 

p. c. 

1 P« c. 

p. c. 

p. c. 

p. c. 

p. c. 

p. c. 

United King¬ 
dom 

64 

46 

61 

24 

28 

22 

41 

35 

44r 

British Posses¬ 
sions 

6 

12 

5 

14 

24 

21 

11 

19 

12 

Total British 
Empire 

70 

68 

66 

38 

52 

43 

52 

54 

56 

Total Foreign 
Countries 

30 

42 

34 

62 

48 

57 

48 

46 

44 

Total Value of 
Trade in 

lakhs of Bs. 

1,83,25 

1,69,03 

3,35,60, 

,2,48,88 

2,53,88 

2,56,53 

4,32,13 

4,22,91 

5.91,£S 
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Imports. 

Exports. 

Total trade. 


1913- 

14 

1919- 

20 

1920- 

21 

1913- 

14 

1919- 

20 

1920- 

21 

1913- 

14 



Principal 

Countries 

British Em¬ 
pire :— 
United King¬ 
dom 

64-1 

45-5 

61*0 

23*7 

28*5 

21-9 

40*7 

35*3 

44-1 

Ceylon 

•4 

1-8 

•6 

3*7 

4*2 

4*6 

2*3 

3*2 

2*3 

Straits Settle¬ 
ments 

1-9 

3*3 

1*4 

2-8 

2*9 

3-6 

2-4 

3-1 

2*3 

Hongkong 

•5 

11 

•7 

3*2 

2-0 

2-8 

2-0 

1-6 

1*7 

Australia 

•5 

1-3 

•4 

1*6 

2*1 

2*4 

1*2 

mmsan 

1*8 

Eygpt 

•2 

1-0 

•5 

•9 

5 8 

1*5 

•6 

40 

*9 

Other British 
Possessions... 

2-4 

4*0 

1*4 

21 

6*2 

6-2 

2*8 

4*8 

3*4 

Total British 
Empire ... 

70 0 

510 


380 

52-2 

43-0 

520 

54-0 

56*0 

Foreign 

Countries 

United States 

2*6 

9*5 

10-5 

8*9 

13-1 

14-8 

6*2 

11*7 

12*4 

Japan 

2-6 

19*8 

7*9 

9.? 

11-6 

9*5 

6 4 

14*9 

8*6 

Java ... 

5-8 

6-7 

4*6 

•8 

1*4 

1-2 

2-9 

3*5 

3*2 

France ... 

1-5 

11 

11 

71 

3*5 

3*1 

4*8 

2*5 

20 

China (exclu¬ 
sive of 

Hongkong 
and Macao) 

*9 

1.5 

*9 

2*3 

1*2 

3*3 

1*7 

1*3 

1*9 

Belgium 

2*3 

... 

1-6 

4*9 

M9 


8*8 

... 

3*1 

Turkey (Asia¬ 
tic) ... 

•3 

•3 

•3 

1-2 

2*9 

2 8 

•8 

1*9 

1*3 

Italy 

I 1*2 

•5 

1-2 

3-2 

3*8 

2*6 

2*3 

2-5 

1-8 

Other foreign 
countries ... 

12-8 

2-6 

5*9 

244 


14*7 

191 

7*7 

9 7 

Total foreign 
countries ... 

30-0 

42*6 

■ 

62-C 

1 

M 

480 

46*0 

44- 

Total 

100 

10C 

■ 

100 

100 

100 

100 

100 

100 


39 
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139* In |Ancient TimesWhen the few wants of a 
simple life can be satisfied by the exchange of commodities, the 
need of a medium is not felt and coins are rare. Money, in a 
more or less crude form, comes slowly into use, first in towns 
and later in rural areas. The existence or accessibility of gold, 
silver and copper, facilitates the introduction of metallic money 
whose regulation becomes the duty and the privilege of the ruler* 
Though barter largely prevailed in Indian villages, gold, copper 
and silver ooins have been very commonly used by the people 
from remote times. There is sufficient evidence to show 
that during several centuries preceding the Ohristian era and, 
of course, succeeding it, emperors and kings highly cherished 
the privilege of coining metallic money, and the internal trade 
of the country required coins of various denominations. The 
importance of metallic money was clearly understood and royal 
mints were systematically managed. The extent to which 
money is used depends upon the, stage of economic progress 
attained by a community or locality and no uniformity canbe 
looked for in this respect in India, in ancient or later times* 
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The use of regular currencies was not f of course 9 to be ex¬ 
pected in the age of the Vedas. Pieces and tumps of gold (ruk- 
ma) were used in place of coins, and in the Rig Veda there is a 
reference to the gold Mana, an old Semitic measure or coin. 1 2 
The Budhist times were a period of transition. * The older sys¬ 
tem of traffic by barter had entirely passed away never to 
return. The later system of a currency of standard and token 
coins issued and regulated by government authority had not 
yet arisen. Transactions were carried on, valuos estimated, 
and bargains struck in terms of the ‘ Kahapana, ’ a square 
copper coin weighing about 146 grains, and guaranteed as to 
weight and fineness by punch marks made by private indivi¬ 
duals. 7 No silver coins appear to have been used and gold 
'Coins are rare. In the centuries just preceding and succeeding 
the Christian era, we have silver and bronze coins, punch-mark¬ 
ed, cast and struck on one side only. 3 

The Arthashastra of Chanakya refers to the Superintendent 
of the Royal Mint (Lakshnadhyaksha), and to the Examiner of 
Coins (Rupadarsha) whose duty it was to ‘regulate currency both 
as a medium of exchange ( vyavaharikim ) and as legal tender 
(koshapraveshyam)’. Silver coins (rupyarupa) are made up of 
four parts of copper and one-sixteenth part of any of the other in¬ 
ferior metals. Counterfeiting is visited with appropriate punish¬ 
ments. The Mahabharata makes mention of copper and gold 
coins, the latter being also used as ornaments, viz. necklaces.I 
Silver does not, however, appear to have been used for purposes/ 
of coinage. The weight and the comparative values of coins of 
gold, silver and copper are given in detail in the Smrifcis of Manu^ 
Narada &c. and in the Shukra Niti. * Karshapana,’ 4 * Nishka* 
and ‘Suvsrna’ are some of the names of the coins mentioned and 
Narada tells us that ‘Suvarna’was otherwise known as ‘Dinara*, 
the Roman ‘ Dinarius*. It will thus be seen that the transition 
from barter to a money economy and to a system or systems of 


1 P. T. Slninivas Iyengar. ‘ Life in Ancient India. 7 

2 Rhys Davids ; Dudhist India. 

3 Raj'son : Ancient India. 

4 * *TT- mr- srfwiT ajfr l 

<rr • « —Maim, VIII, 131. 
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mints and currencies, was slowly aooomplisbed by the early 
centuries of the Christian era though barter and crude coinage' 
survived in parts of the country even to later times. 

140. Pre-British Period :—The Mahomedan kings of 
Delhi in the Middle Ages, had their own distinctive coins and 
‘Altamish introduced a purely Arabic coinage and made the 
silver ‘tanka* of 175 grains, the ancestor of the rupee, his 
standard. 1 * Mahammad Taghluk improved the gold and silver 
coinage and introduced a token currency of copper which, how¬ 
ever, he had to recall on account of the ease with which it lent 
itself to counterfeiting. Akbar improved the currency still fur¬ 
ther and it was maintained in the time of his successors. Abul 
Fazat describes Akbar’s rupee as 1 a silver coin of a round form 
in weight HVi Mashas * and states that it was first introduced 
in the time of Sheer Khan and that it was revived and made 
more pure in his master’s reign. He likewise describes gold 
coins like the Mohur, this coin being round in form, weighing 
11 Mashas and being valued at 9'rupees. The principal copper 
coin was the Dam, formerly called ‘Pysha* and in value the* 
40th part of a rupee. Gold coins were struck at four places in 
the Empire, in Bengal and at Agra, Cabul and Ahmedabad. 
Silver and copper were coined at ten other cities besides, while 
copper alone at many more. As regards the use of the different 

E ins, Abul Fazl significantly remarks :—“ A great deal of 
tffic is carried on in this flourishing country in Moburs as 
11 as in Rupees and Dams.*’ The danger of clipt and light¬ 
weight coins defrauding the State treasury was serious and the 
weights below which coins were no longer legal tender, were 
decreed by Government. 

The Mahomedan rulers of central and southern India 
followed the example of the Delhi emperors and issued gold 
and silver coins . Under Mahratta rule the gold Hon was the 
standard coin and grants were made and assessments of the 
land tax fixed in terms of the gold coinage. The rupee coins of 
the Mahomedan kingdoms, however, (circulated widely in the 
seventeenth century and the rupee soon came to have an ex¬ 
tensive vogue. It is well known that even in very old times, 
the exports of India were paid for by foreign countries in gold* 


1 See Lane Poole: Medieval India, 
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«nd Roman coins have been found in large quantities in the 
Madras Presidency. There is no wonder if-in a large continent 
like India, divided into numerous kingdoms and principalities, 
hundreds of different coins should have been issued and been 
simultaneously in circulation. The coins were known by the 
names of the places where they were minted. The varying re¬ 
lative values of these coins 1 must have caused some uncertainty 
and inconvenience in commercial transactions, but the intrinsic 
values of the chief coins were probably well known to experts 
and business men. 

To mint coins was an important prerogative of sovereignty^ 
and was exercised by petty rulers as much as by powerful kings/ 
Several of the coins bore the effigies of the rulers and the 
distinctive names of the places where they were minted. Under 
the Mahrattas, in the middle of the eighteenth century, manu¬ 
facturers of money were licensed by the Government on payment 
of a fee, and the weight, quality and denomination were fixed. 
The ratio of the Delhi gold Mohur to the rupee was 1 to 15J^ 
The mints were not open to private coinage in the sense in 
which the expression is understood, but the supply must have 
been well adjusted to the demand. It appears that the silver 
rupee coin circulated very largely in Northern India an3 the 
gold mohur was only a supplementary coin there. The position 
was reversed in Southern India where the gold coin enjoyed the 
widest circulation and the silver coins were only subsidiary to* 
it. As the power of the Moguls did not spread to southern India, 
their currency system was not adopted in those parts. The 
landmarks in the history of Indian currency since the beginn- 
in ^ of the last century will be indicated below. From them 

1 u The policy of one mint and one coin current all over the realm, with 
which we have become so familiar in the present century, did not find much 
practical recognition in this or any other part of India. Mr. Maclcod in his 
work on “ Indian Currency” mentions that when British Rule commenced 
there were no less than nine hundred and ninety-four (994) different coins 
of gold and silver current in india. In an official table published for the 
guidanco of the civil courts in the Bombay Presidency the names of no less 
then thirty-eight gold coins and over one hundred and twenty-seven silver 
coins are mentioned as still so far current in different parts of this Presidency 
as to make it worthwhile to give the relative intrinsic values of these local 
currencies in exchange for the Queen’s coin.”—Ranade : Currencies and Mint* 
under Mahratta Rule. 
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it will be seeu that whereas under the Hindu and Mahomedair 
rulers, both gold and silver coins circulated freely in the country 
without an attempt on the part of Government to fix, from 
time to time, the relative values of the two, the silver rupee is 
now the main coin of the whole country, supplemented by paper 
currency and the gold sovereign, for the minting of which 
arrangements were only recently made in Bombay and whose 
relation to the silver coin is fixed by law. 

141. Under Bast India Company The confusion 
caused by the multiplicity and variety of coins current in 
/its territories, led the East India Company, which 0iad its 
!own distinctive rupees 1 coined in Bombay and Madras, 
/to think of making the currency uniform, and though in 1806 
; the Directors declared that while\f* fully satisfied of the 
propriety of the silver rupee being the principal measure 
of value and the money of account, ** they did not wish 
“ to introduce a silver currency to the exclusion of the 
gold,*’ only twelve years later, the silver rupee was substituted 
for the gold pagoda as the standard coin of the Madras Presi¬ 
dency, where gold coins had, till that time, been the principal 
currency and money of account. There had been four diffierent 
rupees in circulation, those of Murshidabad, Fourrukhabad, 
Arcot and Surat, besides the gold Mohur and the pagoda worth 
respectively Rs. 15 and Rs. 3J^. The Mahratta territories also 
had their own repees coined in various places. Efforts were 
steadily made to unify the currency and they at last culminat¬ 
ed in the demonetization of gold and the establishment of the 
rupee as the only legal money of the country. 

In 18 35. the present silver rupee weighing 180 grains, lifchrar— 
fine, was formally established as the standard coin in the whole 
of British India, and gold was demonetised. It was enacted 
that, 4 no gold coin shall henceforward be a legal tender of pay- 
| ment in any of the territories of the East India Company.* But 
| by a proclamation of 1841, Government authorised officers in 
I charge of public treasuries freely to receive gold mohurs at fixed 
( rates which represented a ratio of 15 to 1 between silver and gold. 

1 The first British Mint ip India was established in Bombay in 1671 and 
the East India Company, as it extended its territorial authority, took up the 
indigenous rupee as the basis of its ow»>silver currency. 
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By the middle of the lest century gold depreciated owing to the 
discoveries of the yellow metal in Australian mines, and 
Government in India beoatne embarrassed when the public took 
advantage of the divergence between the legal and the market 
ratios of gold to silver by presenting gold at the treasuries and 
exchanging it for a larger value in silver. A notification was, 
therefore, issued towards the olose of 1852, declaring that on 
and after 1st January 1853, “no gold ooin will be received on 
aocount of payment due or in any way to be made, to the Gov¬ 
ernment in any public treasury within the territories of the 
East India Company. " 

The ‘ battle of the standards ’ was fought on the Indian soil 
as on that of Europe, and the difficulty of adjusting the ratio 
of gold to silver was experienced in India as elsewhere. Both 
gold and silver had their advooates in India, and there was a 
division of opinion among the officials of Government. MerA 
chants in India,'Indian and European, memorialised the Govern¬ 
ment of India for a gold ourrenoy, and the latter were prepared 
to make sovereigns and half sovereigns legal tender at the rate i 
of one sovereign for 10 rupees. Offioers like Sir Charles Trevelyan, 
Finance Member of the Government of India from 1863 to 1865 
and Sir Richard Temple a few years later, strongly supported 
the proposal of a gold currency linked up to the rupee at a 
fixed rate. The Mansfield Commission appointed to inquire into 
the question, likewise warmly recommended the making of 
gold coins legal tender money, in 1866. The Imperial Govern¬ 
ment, however, did not approve of the proposal and only autho¬ 
rised the receipt of gold coins in public treasuries as used to be 
done before 1853, at fixed rates which were slightly raised two 
years later. 

142. Bimetallic System The uniform practice in 
almost all countries, western and eastern, has been for govern¬ 
ments to issue from their mints, coins of both gold and silver 
and then to fix their relative values or leave them to be deter¬ 
mined by economic foroes. These media of exohange are, 
however, measures of value and their quantity has an effeot 
upon tbeir purchasing power and is itself limited byf that 
power; The regulation of a uniform supply of ourrenoy and 
of its steady purchasing power becomes exceedingly difficult, 
•and caused serioUs annoyanoe'in the middle of the nineteenth 
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oentury. Fluctuations in the relative values of gold and silver 
in European countries and Amerioa where ourrenoies were on 
a bimetallic basis, caused great embarrassment by the influx 
now of one metal and now of the other. The value of silver 
compared with that of gold began to fall with a relative 
increase in the supply of the former or an augmented demand 
for the latter, in the third quarter of the nineteenth oentuTy, 
and as some European countries followed England’s lead in 
adopting the gold standard, the other nations of Europe 
combined in the Latin Union to protect themselves from the 
danger of being over flooded with the cheap white metal. The 
value of silver which was 60 T S B d. per. oz in 1872, oame down to 
53% d. in 1876, to 50 T V d. in 1883, to 42% d. in 1888 and to 35A 
in 1893. The countries of the Latin Union were at last compel¬ 
led to abandon the bimetallic system and to give up the free 
coinage of silver. Thus oame to be established t he * limp ing ’ 
standard under whioh though silver coins are full legal tender, 
there is no free ooinage and they are virtually token money. 
This meant the triumph of the gold standard, whioh has now 
been adopted in all countries of the world exoept China. 

Under the system of bimetallism, both gold and silver are 
standards of value, and the relation between the values of the 
two is fixed by law from time to time. Mints^are open to the 
coinage of both the metals and both are full legal'tender. The 
market rates of gold and silver fluctuate according to the law 
of demand and supply, while the legal rates remain fixed, and 
for the time being, the overvalued metal drives the undervalued 
metal out of circulation and out of the country whioh tempo¬ 
rarily comes to have a currency of only one metal. The weaker 
ooin alone remains in circulation, the other being melted, 
hoarded or exported, and the supply of currency is not adequate 
to the demand. If bimetallism were adopted by the principal 
nations of the world, the fluctuations and the embarrassment 
would be considerably minimised. But no agreement could be 
arrived at on this question, the monetary oonferenoes whioh 
were held in 1878,1881 and in 1892, to settle the problem, proved 
abortive and nations had to adopt the gold standard accompani¬ 
ed by a legal tender silver ourrenoy, whose parity with gold 
was maintained by State regulation of the ooinage of the white 
metal. 
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143. Difficulties in India r—The -Indian Government 
continued to be pressed for a gold currency, particularly when 
gold was comparatively cheap; and at last in 1874, it declared 
itself unable to recognize gold as a standard of value in this 
country. From 1835 to 1899 the Indian currency rested on 
a silver basis, but the circumstances which ultimately forced 
Government to adopt the gold standard were peculiar. Its 
troubles were not due to bimetallism, as the Indian currency 
system was silver monometallism. The circumstances were 
these. India is a debtor country. Its Government has to remfTj 
fto England every year crores of rupees for meeting the Home/ 
/Charges, its expenditure in London on account of interest, 
pensions, salaries and so forth. The revenue of Government is 
collected in silver rupees and the charges in England must be 
met in gold. When silver was demonetised by European coun¬ 
tries and its supplies were larger than the demand, the value of 
the white metal expressed in gold steadily fell. The lower 
the gold value of silver, the larger was the amount of rupeeJ 
the Government had to find to meet the Home Charges. In 
fact, the drop of one penny in this exchange value, added more 
than one crore to the amount of rupees that had to be provided 
[for procuring the necessary amount of gold to meet the Hom$ 
Charges in England. 1 

Besides the Government, merchants and others who had 
to make remittances to England, sustained a loss and had to 
suffer from the inconvenience of instability. The Government 
of India felt the necessity of adopting the gold standard and the 


1 ‘‘To make this point clearer, it may be mentioned that in 1873-74, 
before the fall in the exchange value of the rupee commenced, the amount of 
Home remittance in lieu of payments the Secretary of State makes in England 
on behalf of the Indian Government,of such charges as interest on debt raised 
in England, civil and military pensions, salaries, the price of stores etc., was 
about £ 13 millions which at a rate of exchange of 1 s. 10*351 d. was 
represented by Ks. 14,26,57,000. During 1892-93 the amount remitted was 
£ 16£ millions which at the average rate of exchange in that year, viz. 1 s. 
2*985 d. required a payment of Rs. 26,47,84,150. If this had been remitted 
at the rate of exchange of the year 1873-74, it would have heeded only 
Rs. 17,75.19,200; which means that there was a loss of Rs. 8,72,64,950 # entailed 
upon India by tne falling exchange in that year.” —Gokhale and Economic 
-Reforms, page 28. 

40 
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introduction of a gold ourrenoy, and the temporary suspension 1 
of the compulsory coinageof silver in the Indian mints, had 
been suggested to them ; ‘f but the main object of such attempts 
as were made by that Government to deal with the subject 
between 1878 and 1892, was not to effect a change in the standard 
of India but to facilitate an international agreement which 
might cause a rise in the gold price of silver, and thus diminish 
the inconvenience resulting from the retention of a silver 
standard in India?\ It was in this manner that the Indian 
Government oame4o be associated with and interested in the 
efforts of bimetallic countries to steady the ratio between the 
values of gold and silver, though it had no intention of chang¬ 
ing its own silver monometallic system. The United States 
of America too had to face the problem of depreciating silver, 
especially on the pressure of the producers of that metal, and 
attempts were made in that country by the Bland Allison and 
Sherman Acts to maintain the price of the white metal by 
the Government’s continuous purchase and coinage of fixed 
quantities of that metal. 


In the meanwhile, in 1876. comm ercial’bndies in India had 
begun to urge upon Government the need of suspending the 
coinage of silver temporarily with a view to prevent the further 
fall of the rupee. But Government did not countenance the 
proposal on the ground that interference with the Indian stan¬ 
dard of value had not been called for. Only two y.a ax£Llater» 
however, they made a representation to the Secretary of State 
pointing out the difficulties and losses entailed upon them and 
on the country by the fall of silver and recommending the 
establishment of a gold standard. But Her Majesty’s Treasury 
was opposed to the change and the Imperial Government would 
not sanction it. frhe twenty years’ period between 1873 and 
1893 has been divided into three stages: (1) 1873 to 1878, when 
plans about the supension of rupee coinage and the introduction 
of a gold ourrenoy were discussed; (2) 1878 to 1&92, the year of 
the calling of the Brussels International Monetary Conference* 
during which efforts were made to secure an international bime~ 


tallio agreement and (3) 1892 to the closing of Indian mints to 
free coinage, when hopes about bimetallism had melted away^ 

Vg * When tt^e rehabilitation of silver by an agreement among: 
nations proved hopeless, mainly owing to the hostility of the 
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British Government, the Government of India at last proposed 
at once to dose their mints to the free coinage of silver and to 
make arrangements for the introduction of a gold standar d^ In j 
a telegram to the Secretary of State, of 22nd January 189<vRT» l 
Government of India explained their proposal by saying that 
they would issue a notification declaring that English gold coins 
would be legal tender in India at a rate of not less than 18 d. per 
rupee and that an interval of time should elapse between the 
mints being closed and any attempt being made to ooin gold in 
India^ The hands of the Government were strengthened by a 
powerful agitation that was carried on in India under the 
auspices of the Currency Reform Association led by Mr. J. 
Mackay (now Lord Inchcape) in favour of currency reform 
on the above lines, though there was a large body of opinion 
opposed to the proposed change. 

144. Herschell and Fowler Committees.— The Secre¬ 
tary of State for India referred the proposal to a committee 
presided over by Lord Herschell, which reported in favour 
of the suggestions of the Indian Government with slight modi 
fications. The Committee recommended that though the mint! 
were to be closed to free coinage, they were to be used for coin¬ 
ing rupees in exchange for gold at the rate of 16 d. to the rupee. 
And gold was to be received at the public treasuries in payment 
of publio dues at the same rate. These provisions were intend¬ 
ed to render the transition in the development of the currency 
system smooth and as free from sudden disturbance as possible. 
The Committee could find no alternative to the closing of the 
mints for freeing the Indian Government from its financial 
difficulties, /in accordance with the recommendations of the 
Committee, Skct No. VIII of 1893 was passed providing for th< 
closing of the Indian mints to the “free ooinage” of both golt 
and silver, however, reserving power to Government to coir 
rupees on its own aooountX By notifications arrangements were 
> made for the receipt of gmd at the Indian mints in exchange 
for rupees at a rate of 16 d. per rupee. When the question was 
raised in 1897 whether the Indian Government would join 
Franoe and the United States of America in following a com¬ 
mon polioy of free ooinage of silver and gold at a ratio of 15V£ to 
1, the Government reoorded the deoided opinion that it would 
be unwise to do «o in view of the stability which the Indian- 
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currency and exchange system had been steadily attaining after 
a great deal of uncertainty and trouble. 


1898. ij^ Q ^Seorglbary of. . S tate for - Indi a a ppo i nt e d «the 
fowler Commit tee to con sider and report upon certain pro¬ 
posals""!?^ of India had made with the 

object of making effective the policy adopted in 1893. At 
this time the currency position was as follows:—*‘(1) Gold is not 
legal tender in India though the Government will receive it in 
the payment of public dues; (2) that the rupee remains by law 
the only coin in which other than small payments can be made : 

{ 3) but that the Indian Government has declared (until further 
notice) a rate at which rupees oan be purchased for gold coin 
or bullion—such rate serving to determine the maximum limit 
to which the sterling exchange can rise under present arrange¬ 
ments/’ 

Y The rate of exchange adopted on the recommendation of the 
Hersohell Committee, had been only tentative and it was to be 
definitely fixed in the light of experience. Owing to the con¬ 
traction of rupee currency the rate of exchange had slowly 
mounted up. The average rate was 14*5 d. in 1893, 13’1 d. in 
1894, 13*6 in 1895, 14 # 4 in 1896, 15‘4 in 1897, and 15*9 in 1898. 
But uncertainty about the future still hung over trade and 
banking and it was felt that the time had come for putting an 
lend to the period of transition. ^The Indian Government, there¬ 
fore, proposed to create a gold reserve by borrowing, to withdraw 
from circulation and melt down rupees so as to raise the value 
of the rupee to 16 d. and to add to the gold resesve by the sale 
of bullion obtained by melting rupees, all these suggestions^ 
f being designed to promote the establishment of an effective 
[gold standard. The hands of Government were, in this manner, 
forced to accept a polioy which it had long refused to favour . 
Losses involved in sterling remittances and caused by the 
continuous fall in the gold value of silver and of the silver 
rupee, were the determining factor in the currency and ex¬ 
change situation. 

Widely divergent views were held as to the wisdom and the 
ustice of the policy adopted in 1893, and the several interests 
concerned, looked at the question from different points of view. 




1 Report of the Fowler Committee. 
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The British Treasury, to whom the question had been referred 
by the Seoretary of State on the receipt of proposals from the- 
Indian Government, had consistently set its face, in 1879, and 
Jin 1886, against tampering with the ourrency and making it 
'artificial. It had been pointed out that whatever relief would 
' be secured by Government would be at the expense of the Indian 
taxpayer. Exporters of Indian produce like the tea planters; 
were opposed to the change, while importers of foreign good* 
supported it as they would benefit by it. Public opinion in 
India had been opposed to the policy of 1893 and all interference 
with the country’s currenoy had been depreoated as unneces¬ 
sary and harmful. 

M5. Currency Schemes:— The problem of Indian cur- 
rency and exchange had been debated for nearly forty years i 
nor is it regarded as solved even now. But in 1898, Govern¬ 
ment had to make up its mind as to what system it would 
^finally adopt. On the one hand, (1) the need of stability of ex~ 
phange as a condition of smooth and prosperous trade, ( 2 ) the 
necessity of preventing the losses which a falling exchange 
(entailed on Government, and (3) the necessity of establishing 
^the same standard as prevailed in England and other countries 
with which Indian’s trade chiefly lay, were urged in favour of 
Uhe adoption of a gold standard and in justification of the clos- 
ling of mints to the free coinage of silver. It was pointed out, 
on the other hand, (1) that silver monometallism was the best 
'policy for India as it had worked satisfactorily, on the whole* 
^and prices had remained steady under it, (2) that Government’s 
^exchange diffioultyjcould be met by retrenchment and economy^ 
and the systematic curtailment of India’s gold obligations, e. g» 
home charges, (3) that a falling exchange had stimulated trade 
and promoted prosperity and (4) that an artificial currency- 
system was undesirable, especially because it meant the trans- 
ference of the loss of the State indirectly to the shoulders of 
the people. 

^ aaV All these conflicting views were placed by witnesses before 
' the fowler Committee which had to decide whether India, 
should revert to the old system or follow up the arrangements 
initiated in 1893, as well as to examine the Indian Government's 
scheme and to recommend a satisfactory method of stabilizing 
the exchange value of the rupee. On a review of the whole 



318 


INDIAN ECONOMICS* 


'position and a careful consideration of the divergent opinions 
submitted to it t the Committee declared itself in favour of the 
effective establishment of a gold standard to be accompanied, 
| of course, bya gold currency, the British sovereign being declar¬ 
ed a legal tender along with the rupee at the rate of 1 sovereign 
15 rupees* The restrictive legislation of 1893 and other oauses 
had pushed up the gold price of the rupee and, therefore, the 
exchange to 16 d., at which the Committee stated that it should 
be fixed. The rupee would now become a token coin as its face 
value would be higher than its value as silver metal, but the 
Committee could not recommend the imposition of a limit on 
the amount for which rupees should constitute a legal ten¬ 
der. Token coins are usually subsidiary coins and vice versa, 
but their legal tender character need not necessarily be restrict¬ 
ed to a particular amount. The profit on the coinage of rupees, 
which was to be undertaken when the proportion of gold in the 
currency exceeded the demand, was to be accumulated in a spe¬ 
cial reserve fund. This profit would represent the difference bet¬ 
ween the intrinsic metallic value of the rupee and its artificial 
value. These recommendations were accepted in their entirety 
by the Indian authorities and steps were immediately taken to 
carry them out. 


The Fowler Committee, of course, rejected the Government 
Jo f India’s proposal regarding the melting of rupees and consti¬ 
tuting a gold reserve out of borrowings. But the most impor¬ 
tant schemes submitted to it were the J^indsay and Probyn 
Sc heme s which have special interest, in particular, the proposals 
of Mr. Lindsay, because they formed the basis and the inspira¬ 
tion for the gold exchange standard which has been ultimately 
evolved out of the Fowler Committee’s recommendations la 
favour of a gold standard accompanied by a gold currency, T^i© 
essence of the Lindsay plan was the constitution of a gold reserve 
fund locate3]pm gold in London and in rupees in India out of 
which drafts, to be sold either way by Government, were to be 
met. The drafts were to be offered at rates just below and above 
the gold import and export points to obviate the remittance of 


gold to and from India. As Government rates would be cheaper, 
\ tra de would not care to make actual remittances of gold 
^either way; and exchange could thus be stabilised by the action 
\°f Government. Gold was to be used, under this system, not 
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for internal currency but only for settling India’s balance of 
foreign indebtedness when necessary. The plan proposed by Mr. 
Lesley-Probyn was also intended to do away with the necessity . 
of a gold currency. ^He would issue a gold note of Rs. 10,0001 
denomination and keep the gold reserve in India. The gold was I 
not to be.ooined but was to remain'in the form of bars?) The/ 
Fowler Committee approved of neither soheme and held that 
“the habit of hoarding does not present-such practical difficulties 
as to justify a permanent refusal to allow India to possess the 
normal accompaniment of a gold standard, namely, a gold 
currenoy. ” 

146* Opposition to Change of Standard It may be 

generally observed that the currenoy policy recommended by 
the Fowler Committee has been admitted, on the whole, to have 
been a sound polioy, though the steps which led to it, were 
partly the result of a panic, partly of helpless drifting and 
partly of concentration of attention only on one aspect of the 
problem viz. Government’s financial embarrassment oaused by 
a falling exchange and the loss incurred by those who had to 
make remittances abroad. It is interesting to notice the strong 
views expressed by financial experts and high Government offi¬ 
cials before 1893 against any tampering with the Indian silver 
.standard. 

Mr. R. Hardy, Treasurer and Secretary, Bank of Bengal, 
stated in a memorandum, dated 22nd May, 1886 :—“In conclu¬ 
sion, I would observe that the whole position of India, as a 
nation, in regard to the silver question, may be stated broadly 
as follows :—The foreign trade of India consists of exports of 
merchandise : the exports pay not only for India’s gold obliga¬ 
tions abroad, but for her imports of merchandise as well, and a 
balance always remains in her favour. This balance she takes 
in silver. If silver is cheap she gets more of the metal than 
she would get if it were not so cheap, and I hold that it is most 
to her advantage to get more, than less silver. It, moreover, 
appears obvious that the pressure of the gold payments upon 
India as a whole, depends not upon the price of silver, but upon 
the gold prices realised for the merchandise exported to meet 
such gold payments. That the Government is in the position 
of receiving its revenue in silver, it may be asserted, does not 
effect that, the national aspect of the question, and in my vuw 
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it is therefore, olearly the duty of Government to meet any 
financial necessity arising from a fall in the exchange, either 
by increasing taxation or by reducing expenditure, or by both. 
To attempt to meet the difficulty by taking the extreme mea¬ 
sure of changing the standard of value is, I think, out of the 
question, and I express this view, holding the opinion that the 
value of silver will probably yet fall considerably, ” 1 

'Referring to^Lieutenant-General Strachey’s proposal to 
" Ig ive India a gold standard without a gold coinage, provision 
/being made for the expansion of the currency to meet require¬ 
ments of trade,^ Mr. J. Westland, Controller and Auditor 
General, and afterwards Finance Member, Government of In¬ 
dia, wrote in 1886“I am inolined rather to say that greater 
facility in meeting itB home obligations is the only interest that 
India has in a gold standard ; and if a silver standard is better 
with respect to all its other relations and concerns, I cannot 
conoede that the question connected with its home obligations 
is of such tremendous importance as to overwhelm all others. 
The fact that our European officials, regarding our connection 
with India as only temporary look to the gold standard of the 
country, where we ultimately intend to live, as preferable, for 
our own purposes, to the silver standard of the country where 
we earn our living, is somewhat apt to increase in our eyes the 
importance of remittance from India to England. But if we 
want to stay in India all our lives, and -our children after us. 
as the infinite majority of people dwelling in India do, I doubt 
if we would look upon a manifestly appreciating standard as 
more desirable than one which has been fairly steady in the 
past, so far as absolute value can be measured.” 

Mr. D, Barbour . Secretary to the Government of India, 
Department of Finance and Commerce, and later, also Finance 
Member in the Government of India, held indentical views and 
maintained :—“ The loss or gain therefore to India, as distin¬ 
guished from the Government of India, in respeot of her per¬ 
manent gold obligations, depends entirely on the gold prices 
whioh she can obtain for her exports. No manipulation of the 
Indian, currenoy can possibly affeot the gold prices of Indian 

1 Pee Selection from Papers relating to the Introduction of a Gold 
Currency in India, pages 433 to 460. 
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exports and therefore General Strachey’s proposal oould in no 
oase give any relief to India as a country whatever effeot It 
might have on the financial position of Government. Just as 
much as Government gained, just so muoh must the Indian 
people lose. ” 

There was a large body of people in India holding similar ' 
views 1 2 and they contended that (1) the exohange difficulty 
could have been and ought to have been met by economy and e 
reduction in the gold obligations of Government; (2) that it wai 
not neoessary to alter the standard of value as an artificial in > 
crease in the value of the rupee was only another method of im 
posing additional taxation upon the people in an indireot way ; 
(3) that there was no room for the reduction of expenditure wai 
not believed by the public which was pressing for economj 
and for justice being done to India in the matter of finanica 
burdens; (4) the plea that the limits of taxation had been reach ■ 
ed was not also aocepted as Government was not prepared t< ► 
impose import duties on British piece goods for fear of Lanca r 
shire opposition. The argument that a falling and low exohange 
stimulated exports and promoted India’s prosperity, ought not 
indeed to be oarried too far because a oountry soon adjusts 
Itself to a low rate and exohange oannot go on falling indefi¬ 
nitely. But as Prof. Kemmerer concludes, * the actual develop¬ 
ment of the merchandise import and export trade, therefore, 
during the twenty years prior to the Herschell Committee’s 
Report, had hardly been such as to justify a strong condemna¬ 
tion of the silver standard.’* And for years, the gold prices of 
India’s chief imports had been declining more rapidly than the 
gold value of the rupee, and India had been actually receiving 
from Europe larger quantities of these goods on the average 
per rupee. 

147. Change Effected :—The financial embarrassments 
of Government and the inconvenience and loss suffered by non- 
offloial and offioial Europeans, however, proved an irresistible 
argument in favour of the adoption of the suggestion to make 
the rupees token coins and, by restricting their out-put and 
supply, to raise their exchange value to 16d. per rupee. Five 

1 See Appendices to the Report of the Fowler Committee, pages 47 to 65. 

2 Modern Currency Reforms, page 28. 
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years' experience of the steadily rising rupee and the growing 
conviction that it oould be successfully fixed in the neigh¬ 
bourhood of 16d., appeared to endorse the wisdom of the policy 
initiated in 1893 and to weaken the foroe of the objections which 
had been raised against it. #■ ft<™«m| nent. there fore, 

gave up its attitude of hesitanoy and boldly embarked upon a 
policy of a gold standard to be ultimately aocompanied by a gold 
currency. (1) Sovereigns and half sovereigns were made legal 
tender; (2) aotive steps were taken to open a mint for the 
coinage of gold in India, though the scheme was dropped in 
1902 to be revived only ten years later; (3) profits on the 
coinage of rupees were ‘being accumulated in a special gold 
reserve to be used for the support of exohange; (4) efforts 
were made to induce people to use sovereigns as a medium of 
circulation. What was tentatively adopted in 1893, was now 
finally aocepted as a fundamental principle of the Indian cur* 
rency system and the first Bteps towards the goal of a gold 
standard and a gold currenoy, were deliberately and firmly 
taken. But very soon Government policy began to drift, the 
ideal recommended by the Fowler Committee was put out of 
sight, and India came to have a gold exchange standard instead 
of a genuine gold standard 1 


The original idea obviously was to alter the guage of the 
^Indian currency system and to link it up to the gold standard 
^systems of other countries with whom India’s foreign trade 
Was mainly oonneoted. The break of guage involved in India’s 
paving a silver standard, it was believed, hampered trade and 
paused a great deal of inconvenienoe to this country as well 


as to others. India was, therefore, to develop a gold standard 
'System like the one prevailing in England and elsewhere. The 
> legislation of 1899 and the measures taken in consequence of 


/ its underlying motive, were admittedly intended to oarry out 


the object stated above. ^3ut Government departed in several 
important particulars from the lines of polioy laid down by the 
| Fowler Committee!^ “ The investment of the H old -Standard. 
• Reserve in securities in London, the dropping of the sohems 
t for a gold mint in India, the practice of selling Counoil drafts 
at something below gold point against the Currenoy Reserve, 
t the establishment of the silver branch of the Gold Standard 
j Reserve .the diversion in 1907 of money from that Reserve for 
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^capital expenditure and its use in 1908 for meeting drafts sold 
by Government in India on London to private traders, are all 
(examples of divergences from the scheme adumbrated by the 
Committee. The system aotually in operation has accordingly 
' never been deliberately adopted as a consistent whole, nor do 
the authorities themselves appear always to have had a clear 
' idea of the final object to be attained. To a great extent this 
« system is the result of a series of experiments.” 1 2 Those con* 
nected with and interested in the management of the currency 
and exchange system of India, seemed to argue to themselves : 
” What is, after all, a successful currency system^? That 
whioh ensures a stable exchange value of the rupee. Other 
things are of subsidiary importance and discussion about gold 
in circulation, a gold mint, the gold reserve, issue of rupees 
and so forth, is merely of academic interest.” 

^W8. Gold Exchange Standard :—The goal of a gold 
standard accompanied by a gold currenoy recommended by the 
Fowler Committee and accepted by the Indian Government, 
grew dimmer and dimmer from the view of the authorities who 
managed the Indian system ; and they discovered in a few 
years that they had, ; unconsciously as it were, established in this 
country a scientifically perfeot and praotically faultless system 
of currency and exchange, rightly or wrongly oalled the ‘ gold 
exchange stand ard*. Under that system, gold is the nominal 
standard of value, and though gold coins, viz. the sovereigns, 
are legal tender, they do not form an essential feature of 
the system.* The principal currenoy is the token silver rupee 
which is unlimited legal tender and which there is no obligation 
on the Dart of the State to redeem in the standard metal viz. 
gold. fThe relation of the rupee to gold is fixed independently 
of its intrinsic worth as silver and the coin is just a bit ol 
gold but not legally redeemable hi gold. Currency notes 
are enoashable only in token rupeesAThe obligation of Govern! 
|sment is restricted to giving token rupees for gold at the fixed 
{rate and to provide gold or rather sterling drafts only when the 
^exchange value of the rupee, artificially fixed at a high level, 
^goes below tlin gold import point The Gold Standard Reserve 


1 8ee Chamberlain Commission’* Report, page 13. 

2 Compare the Lindsay scheme referred to above. 
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located in London is the fund built out of profits on rupee 
coinage, and is the fund out of which the sterling drafts sold 
to the publio are paid. Gold, not in circulation but for the 
foreign ezohange, or rather sterlings drafts, is the standard of 
lvalue and therefore the system is called the gold exchange 
Standard. 

Severel eminent economists like Professors Keynes and 
Spalding and high Indian officials regard the exchange standard 
as an ideal system of currency, and the Indian discovery of a 
cheap and efficient system has been imitated in such countries 
as the Fhilipines, Straits Settlements, Porto Rico and Mexico ; 
and it is stated that the system prevails in praotice, if not in 
(theory, in countries like Japan. /^The exchange standard 
Isystem, it is said, economises gold bydispensing with its use 
for internal circulation and by satisfying currency needsv 
with silver and paper money based upon gold which becomes 
international currency and which is available when required 
for remittance abroad. In gold standard countries like 
England, it is urged, gold coins form but an infinitesimal part 
of the money ;in circulation which consists of cheques and 
notes. ^The Indian ^ystem is, therefore, described as ‘an 
improved gold standardswhioh will oome mpre and more into 
favour as its utitily is Better appreciated ;(and in faot, it is re¬ 
garded as an ideal currency system for nations to adopt. The 
Chamberlain Commission of 1913, which was appointed to exa¬ 
mine and report upon the many severe criticisms which had been 
! heaped upon the polioy into which the Indian Government had 
' drifted, had nothing but commendation for the ezohange 
standard system. It summed up its view thus :—“Our view is 
( that India neither demands nor requires gold coins to any 
! considerable extent for purposes of circulation (as opposed to 

S laving or hoarding), that the most generally suitable media of 
nternal circulation in India are at present rupees and notes, 
i and that the Government should, as opportunity may offer, 

! encourage notes, while providing—and this is the cardinal 
^feature of the whole system—absolute security for the 
' convertibility into sterling of so muoh of the internal currency 
I as may at any moment be required for the settlement of India’s- 
^external obligations. ** 1 


1 Chamberlain Commission’s Report, page 20, 
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M9. Criticism:—A dispassionate consideration of the 
above view of the supporters of the exchange standard would 
lead to the conclusion that it contains a good deal of truth 
and sound sense. /qjgQBomy uf lliu pfBlilOllM iiie tali a daftUCr 
able thing and the waste of gold used for currency must be 
| prevented But we cannot endorse the statement that the 
j exchang/standard is an ideal standard, particularly when it 
is forced upon a country not by unavoidable circumstances 
* but by political authority. The gold standard was practically 
non-existent in England during war time but the Cunliffe 
Committee recommended its early restoration and unceasing^ 
efforts are being made in that direction. ^A. country’s currency! 
must be l egally convertib le into the standard metal; otherwise! 
it loses one of its essential characteristics.^ The exchangdf 
standard is though it provides for the expan-I 

sion and contraction of currency according to public needsj 
these operations are not satisfactorily performed. That stan-l 
dard is suited to the conditions of a country which cannot 
command an adequate supply of gold. isf no t norrnrrtrto say , 
without taking all circumstances into account, that the Indian 
currency system based upon tha ^^^h a n g oL-atandatd« ptood the 
s hock and stres s of t h e l as t w a r^ etter than the gold standard 
in other countries. As we shall presently show, th ^t Rtapdar d 

i p spitfiLoJL.desperate..,efforts to .bolster 
it up.. In his masterly note of dissent appended to the 
Chamberlain Commission’s Report, Sir James Begbie has 
disposed of the objections taken to the adoption in India 
of a true gold standard, accompanied by gold coins in circula¬ 
tion, as was recommended by the Fowler Committee. 

Financiers in other countries are alarmed at the large 
absorption of gold in India and would like that the stream of 
the yellow metal flowing to this country should ba blocked, 
restricted and diverted into other channels. Imports of gold 
into India are, however, only the price paid by foreign nations 
for a part of Indian exports, and the currency system of India 
cannot be developed to suit their convenience and interests 
though this country is obviously interested in the financial 
rehabilitation, stability and progress of the world. A return 
to the gold standard is, at the present moment, indeed hopeless 
in countries like Austria. Germany and Russia, while it is 
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being slowly and laboriously brought about in England and i®= 
still surrounded with serious difficulties in France and Italy. 
The enormous issues of paper money, whioh are praotioally 
inconvertible and the huge national debts of the countries 
of the European continent, are a serious obstacle to the 
restoration of the gold standard. Eoonomy in the use of 
gold is, therefore, one"' of the remedies suggested for the 
present evil and international co-operation is preached in 
that regard. Thfi-tecreased value of gold, caused by enhanc- 
I ed cost of production and the insatiable demand that exists 
: and will exist for it, all the world over, will automatically 
| check the industrial use of the yellow matal and will react 
upon its consumption, in India. 1 2 The world’s production of 
gold was as follows:— 

World's Gold Production. 



£ (Mil.) 


£ (Mil.) 

1915 

96-4 

1918 

790 

1916 

93-5 

1919 

75-2 

1917 

86-3 

1920 

70-0 


The accounts of the hoards of gold in India and of the 
hoarding habits of the people, are exaggerated and the fact that 
the masses in western countries also are addicted to that habit 
has been brought out by the quantities of sovereigns and other 
gold coins whioh have emerged from unexpected^ quarters for 
investment in war loans.* We have ample evidence to prove 
that gold coins have always been popular and in extensive 
oiroulation in this country. One of the lessons that a study of 
Indian history teaches, is that the statement now so generally 
made that^ndia is too poor a oountry for the circulation of 
gold ooins is unsupported by the facts of the case) as they oan 

1 “Thus the task may seem to involve great difficulties. But if we are 
not prepared to abolish at once and for ever the use of gold as a standard of 
value, we clearly must do something to stabilise the value of gold, and this is- 
certainly not possible without a rational regulation of the monetary demand 
for gold. In addition, we may perhaps apply other means, viz., ftrst, suitable 
restrictions of the industrial demand for gold; and second, a policy aiming at 
checking the demand for gold from the Far East by developing Asia’s neede 
for more useful European products.”—Gustave Cassel. 

2 Committees of patriotio people in England, during war times, succeed* 
«d in unearthing small and scattered treasures of sovereigns from villages. 
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be ascertained from the history of the mints under Ifoghui and 
Mahratta rule and that there is no reason why * if the gold 
coins were in demand a hundred years ago there should not be 
a similar natural demand for these coins in our present condi- 
tion of greatly extended commercial and banking activity. 1 2 
We do not wish to suggest here that gold ooins were in active 
circulation among the mass of people as media of exchange; 
but must emphasise that they had their proper place in the 
currency system of the country, (ree convertibility of the 
internal currency into gold is necessary and will not be 
j impossible in India^ We do not certainly want gold ooins to 
I take the plaoe of paper money and feel that the latter may 
: be expanded consistently with the introduction of a true gold 
standard. 

150. Indian Conditions.— Gold and silver have been 
preferred by mankind for the material of their currencies for 
certain rar p qualities they possess, and^gnld, in partioulai^feas 
a certainJascination for man. That the precious metals are 
used both in arts and for currency purposes, is perhaps unfortu¬ 
nate in view of their limited supply . &.nd we support the 
gold standard in opposition to the exchange standard because 
the latter is only a second or third best and not because of 
mere sentiment or the glamour of gol<^ The use of paper 
money must admittedly be enoouraged as a more economical 
instrument of exchange, but in India it has its limits. If 
' there is not sufficient gold to go round in the countries of the 
world, they must devise some suitable system by agreement 
among themselves and adopt bimetallism, for instance, ^ut^ 
India cannot be expeoted to be satisfied with an exchange 
standard because it is inconvenient to other nations to allow 
her to have the gold standard and because the exchange 
standard is acceptable to the Philipine^and the Straits Settle^ 
ments or to certain European nations in their present financial 1 
'embarrassment. We agree with-Prof. Nicholson in thinking 
that it is an inferior standard which suffers from serious draw-' 1 
backs and, in fact, is not a standard at all. Q 


1 Hanade: Currencies and Mints under Mahratta Buie. 

2 See an article on the subject in The Economic Journal , June, 1914, 
by Prof. J. S. Nicholson. 
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, ^ Conditions in India in this respeot are different from those 
prevalent in other countries which have a gold exchange 
standard. (1) Here the annual gold absorption is large and the 
production of the yellow metal in Indian mines amouuts to five 
crores a year. (2) The balance of trade is usuually favourable 
to this country, in spite of the payments which we have to 
make in England; and occasions when gold may by required 
remittance, are rare. (3) The accumulation with the 
jpublic of token coins turned out of the Indian mints and absorb- 
jed by the people, is dangerous, and if facilities are given for the 
[circulation of gold coins by means of a gold mint and otherwise, 

L stability of exchange will be still further secured. (4) The 
absence of a gold mint in India and the large circulation of 
silver tokens for which Government does not bind itself to give 
gold coins, are calculated to foster the boarding habit which 
every one is anxious to discourage. (5j JEqo jnuch a tjkantion is 
paid in India to the maintenance of foreign exchange, and 
©very thing else is subordinated tcrifc. (6) The rupee, which is 
|the principal coin of the country, is only a note printed on silver 
and its convertibility is limited. And consequently it does not 
inspire in the public mind the same confidence that a gold coin 
is calculated to do. (7) Gold coins largely circulated in India 
and were popular before the yellow metal was demonetised in 
the last century, and if the people want gold coins, there is no 
reason why they should not be supplied to them. 1 (8) Senti¬ 

ment and public confidence contribute not a little to the suc¬ 
cess of a currency system; and it cannot be said that the 
Indian token currency is regarded as satisfactory by the public 
and conduces to economic progress. 


1 Special inquiries were made with regard to the circulation and popul¬ 
arity of the sovereign in the different parts of India, and Mr. IIn\yaL-d r 
Cotroller of Currency, arrived at the following conclusion:— u 0n the whole, 
it may perhaps be fairly concluded from this evidence that the popularity 
of the sovereign as a medium of ordinary currency depends largely upon the 
extent to which it is made available to the cultivator by the various firms and 
middlemen who buy up his produce, ^and that when it is available in large 

quantities it is gladly accepted and used in every day transactions.There 

in no doubt that some gold is hoarded or, in other words, put aside %o meet 
exceptional and unforeseen expenditure, but this is ojijy natural’’.-^-Report 
of the Controller of Currency for 1913-14, Appendix IIlTi ^ 
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151. A Gold Mint lor India s-^Tfter the Fowler Commit- 
"tee had recommende^the adoption of a gold standard and & 
sold currency, the Government of India took up seriously the 
question of starting a gold mint in Bombay, and in his financial 
statement in 1900, Sir Clinton Dawkins announced that every 
thing was ready for it. But all possible imaginary difficulties 
having been raised by the Mint authorities in London and the 
British Treasury, the project was abandoned. The question was 
raised again in 1912^i>y Sir Vithaldas Thackersay by moving a 
resolution in the Supreme Legislative Council and Mr, Gokhalo 
accorded his support to the suggestion gold .should be 

ca inedin the Indianjmints. The Government of India sent a 
despatch to th8 Secretary of State, dated 16th May; 1912, and 
strongly urged the necessity of minting a gold coin in India. 
The plea put forward in the despatch is supported by sound 
reasoning, and it completely demolishes the case of the oppo¬ 
nents of the proposal. The despatch examines and refutes the 
arguments (1) that an Indian gold coin is unnecessary, (2) that it 
will not assist the maintenance of exchange, and (3) that it will 
be too expensive ; and ends by remarking, (1) that the proposal 
for a gold coinage had behind it the support of Indian public 
opinion. 

I Lord Crewe, the Secretary of State for India, referred the 
proposal to the Lord Commissioners of the Treasury. They did 
not accept it, and instead, offered two alternative courses:—(1) 
“ That a branch Mint be established at Bombay solely for coin¬ 
age of gold under the supervision of the Royal Mint and His 
Majesty’s Treasury; (2) that the control of the whole of the ex¬ 
isting Mint at Bombay be taken over by His Majesty’s Govern¬ 
ment, who would accept at the expense of India the responsi¬ 
bility for an establishment, producing not only British gold 
coins butalso coins for circulation in India, that is, silver and 
nickel. ” \VThese proposals could not be agreed to ; but as Lord 
Crewe pointed out in his reply, it was open to the Government 
of India * to prduce at one of the Indian Mints a^separate In¬ 
dian gold coin of the denomination of say Rs. lojp The Secre¬ 
tary of State suggested that this course would be inexpensive 
and would avoid the intervention of the British authorities in 
India’s general coinage operations* There was further this ad- 
wantage that a gold coin of the denomination suggested would 
42 
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) satisfy such currenoy requirements as are not met by the pre¬ 
sent facilities for obtaining sovereigns, rupees and notes. The' 
Chamberlain Commission, however, holding as it did that a 
.gold exchange standard with an actual currenoy consisting or 
token coins and notes, was quite enough for India, did not see 
4ts way to lend its support to the idea of a gold mint or even of 
.the circulation of gold as currency. But if Indian sentiment 
wanted a mint and if the Government was prepared to incur 
<the expense, the Commission stated, it might have a gold 
.•mint provided the coin to be minted was the sovereign ( or the 
half sovereign). 1 2 * 

Jfc' 152* Gold Standard Reserve Fund .—One of the 
chief buttresses of the Indian currenoy system is the Gold: 
Standard Reserve Fund which was oreated on the reoom- 
i mendation of the Fowler Committee and^fras to be formed out 
of the profits on the coinage of rupees. Vrhe gold thus accu¬ 
mulated, was to be made available for foreign remittances 
whenever the exchange fell below specie poinK But the inten- 
' tion of the recommendation and the objeot of ■the Reserve were- 
differently interpreted, and the soundness of the policy pursued 
by Government in connection with the Reserve was seriously 
called in question. The chief questions for consideration 
, regarding the reserve were:—(1) the purpose for which it should 
be used; (2) the form in whioh it should be held, that is, 
actual gold or securities or partly even in silver; (3) its location, 
that is, whether it should be held in England or India ; and (4) 
its amount, that is, whether it should be allowed to aooumulate' 
indefinitely and, if not, what limit should be plaoed on its. 
accumulation. 7 

1 The monetary stringency caused by tho War, at last swept away all 
objections and forced the hands of the Government, and a Royal Proclama¬ 
tion was issued on 21st December, 1917, directing that a branch of 
the Royal Mint be established in Bombay, that gold coins of the sam» 
denominations, designs, weights and fineness as gold coins coined at the 
Mint may be coined at the Bombay branch mint, that the Master of the Mint 

> prepare and transmit dyes for the gold coins to be coined in Bombay, that the 
coins so coined be deemed to have been issued from the London mint and be- 
legal tender in like manner and to like extent, and the Bombay Mint be re¬ 
garded, for the purpose of gold coinage, as part of the London Mint. 

2 See Appondioes to the Interim Report of the Chamberlain Commission, 

page 87. 
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These questions were forced upon public attention by th» 
experiments which, were made by suooessive financiers with 
the gold reserve. As a correspondent observed i nth e London 
Times towards the dose of 1913, Sir Edward Law perpetrated 
the first blunder by investing the reserve in England instead of 
keeping it in India. He was obsessed by the possibilities of 
interest, with the result that India has not only l ost all the 
advantage" nf «. liquid rpancga-hiit has suffered thfl'Toas 

of nearly | flUUiflft. through the.d epreciation of 

qggjjjjJIgs. Another point of departure was that in connec¬ 
tion with the purchases of silver for his coinage opera¬ 
tions, Sir Edward Baker decided to hold six crores of rupees 
on behalf of the gold standard reserve in the shape of 
coined rupees. Then came the intervention of th a__ Mackav 
Committee. ‘(The demand for railway construction ha<V 
outstripped the^capaoity of the Government of India td, 
furnish the necessary funds^ A committee which sat in Eng* 
land- under the chairmanship of Sir James Maokay ( Lord 
Inchcape ), thj.t half foa. .profits* 

on coinage should be dive rged tn capital e xpenditure on rail*- 
*Ui2J& AmiUion sterling_waa misapproDyfojfflfj fa, thia nni-nna* 
hafrara t he universal oondemnatian of such a perversion of 
sound principle compelled the secretary of State JiftJHttMsgw, 
ja decision whioh in no conoeiveable circumstances should have 
been taken.” Attempts were likewise made to fix a limit to the 
accumulation of the gold reserve fund so that additions to it 
beyond the limit might be devoted to oapital expenditure,"and 
£ 25 million was, at one time, regarded as a safe limit. 


I n tha crisis nf t9Q7 « 69rthar ti ahmce nf trade-turned a gafaa fc 
i In dia.. Exports fell off owing to the unfavourable character of' 
the agricultural season and imports continued to pour in- 
‘There was consequently a heavy demand for remittance-- 
of gold abroad, and it was stimulated by the premium upon the 
yellow metal caused by an Amerioan financial crisis coming 
on the top of a scarcity in this oountry. The Government 
of India first hesitated and doled out gold in small quanti¬ 
ties. But its stock of the yellow metal, was small and 
was likely to be soon exhausted. It, therefore, sold sterling 
drafts on London to the extent of f ft jaiiUona^which put a. 
severe strain on the gold standard and currenoy reserves in.. 
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jJLondon. This experience taught a valuable lesson in the 
management of Indian currenoy, and similar measures were 
resorted to when there was an adverse balanoe of trade soon 
after the out-break of the war and later in the oourse of the 

153. Recommendations of Chamberlain Commis¬ 
sion: —The Chamberlain Commission, whiAh mpm-tAd in 
discussed all the points in dispute between Government and its 
critics with reference to the Gold Reserve, mainly the question 
whether the bulk of the Reserve should not be held in gold instead 
of in securities and in India instead of in London and whether 
the Reserve should not be used to relieve monetary stringency in 
this country instead of being looked up in England. The Commis¬ 
sion thought that as the chief purpose of the Reserve is the 
maintenance of exchange and as the gold is wanted for payment 
in London, that financial centre is the proper place where it 
should be located. It concluded:—(1) No limit can at present 
(be fixed to the amount upto which the Gold Standard Reserve 
should be accumulated; (2) the profits on coinage of rupees 
■ should for the present continue to be credited exclusively to 
■.the Reserve; (3) a much larger proportion of the Reserve should 
be held in actual gold. By an exchange of assets between this 
(Reserve and the Paper Currenoy Reserve, a total of about 
10,000,000/ in gold can be at once secured. This total should be 
kaised, as opportunity offers, to 15,000,000/, and thereafter the 
authorities should aim at keeping one half of the total reserve 
in actual gold; (4) the Indian branch of the Reserve in which 
rupees are now held, should be abolished, the rupees being 
thanded over to the Paper Currency Reserve in exchange for 
gold; (5) the proper place for the location of the whole of the 
Reserve is London; and (6) the Government should definitely 
undertake to sell bills in India on London at the rate of 1 s. 

d. per rupee whenever called upon to do so. The consider¬ 
ation that a reserve of gold held in India will inspire confidence 
in the public mind and may be lent to Indian banks to the 
k benefit of commerce and industries, as also the consideration 
that in a time of orisis looation of Indian gold in London may 
cause serious inconvenience and loss, did not impress the 
Commission, whioh attempted logically to deduce its conclu¬ 
sions from the exchange standard principals underlying the 
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^administration of the Indian system of ourrenoy and ex¬ 
change ; and it lent its support to the policy pursued by 
Government with regard to the location of the Reserve. Oik 
the outbreak of the war, the silver branoh of the Reserve- 
was abolished and a loan was taken from it temporarily to- 
replenish the cash balances of the Government of India. 

At the end of the official year, 1916-17, the total of the 
Reserve stood at XJ^^millions, more than £ 4 million being 
added to it on aocount of the huge coinage of rupees the Gov¬ 
ernment had to undertake to replenish its dwindling stocks. 
The loan taken from the Reserve was returned to it in the 
course of the year, and £ 25*4 millions were invested in London,,. 
£ 6 millions having been placed at short notice by the Secretary 
of State for India. The holdings in the Gold Reserve on 21st 
Maroh 1918, were estimated at £ 34*31 millions and out of this,. 
£ 28*31 millions was invested in London, the remaining £ 6* 
million being plaoed at short notice in the same place. There 
was not an ounoe of this gold in India at the close of 1917-18. 
“ On Maroh 31st 1918, the total profit on ooinage since 1900, 
was £ 28, 843,592; the interest and discount, £ 8,074,195 and 
the profit by exchange, £ 194,966, a total of £ 37,112,703. Of this 
mini, £ Tinw been used for capital ex penditure on 

jrs.ilwn.y n ; the remainder has been credited to the Reserve. The’ 
total interest and discount including the profit on exchange, 
upto Maroh 31st, 1918, were £ 8,269,111, and the total to ssea 
through depreciation, sale and redemption of securities, &o. 
were £ 1/535,606. There was thus a net profit on investments 
upto Maroh 31st, 1918, of £ 6,733, 505.” 1 

154* Paper Money : —To economise the use of the pre¬ 
cious metals and to supply to the public a more convenient 
form of ourrency, Governments and banks issue paper money, 
and paper oooupies a large plaoe in the currencies of th» 
advanoed nations. The oheque in England and the bank note 
on the continent, are extensively used as media of exchange, 
and metallio money occupies only a very subordinate position 
in the ourrency systems there. The right of issuing notes is a 
monopoly enjoyed by banks in oertain countries while in th« 


1 G. Findlay Sbirras : Indian Finaree and Banking. 
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United States of Amerioa banks are allowed to ezeroise this 
function freely. 1 As the right to coin money out of paper is 
likely to be abused to the detriment of the public, the issue of 
notes is generally regulated by the State in all countries. 
Where there are State banks, as in Russia, there is no question 
of the control of Government. In countries, like England,. 
France and Germany where the oonneotion between the central 
bank and the State is very intimate, and in Amerioa, where 
there are numerous private banks enjoying the right of note 
issue, the regulation of the issue of notes is found necessary in 
the interests of the publio. 

There has recently been a great expansion of paper cur¬ 
rency in India as an vastly larger soale in other countries 1 the 
stringency of money oaused by the war having necessitated the 
issue of large quantities of notes. The currenoy thuse zpanded* 
must be steadily deflated as the demand for it decreases and 
'Government has been cancelling the superfluous notes as they 
are received in the treasuries. But this process of deflation 
had practically to be stopped owing to lack of resources and 
the rather inoonvenient dimensions of the floating debt. 
The use of cheques in ordinary transactions, is however, limit¬ 
ed ; and though the progress of paper circulation is satisfactory, 
and was exceptionally rapid in time of war, there is yet an 
unlimited field for the expansion of paper currency. There 
will be an apparent set back in this regard from the wartime 
position, for a few years, but the popularity of paper money 
is bound steadily to grow. 

I Prejudice born of ignorance will disappear with familiarity 
knd Government’s polioy of' universalizing ’ notes i. e. making 
Jthem enoashable in all parts of the country, whatever the oir- 
/cle of issue, has already contributed to the expansion of paper 
/currenoy. The poorer olasses find it difficult to keep and han~ 
die paper money in India and henoe its progress in villages, ia 
alow. The preference shown for metallic money by the masa 
of people in this oountry, is due to their social habits and their 
poverty; and this fact must not be lost sight of in oritioising 

1 Though there in no monopoly of issue in the U. 8. A., the privilege of 
-note issue enjoyed by banks is hedged in with various conditions and. 
restrictions. 
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'their love of that form of currency and ought to moderate our 
enthusiasm for the promotion of the use of paper as an instru¬ 
ment of exchange. Any forcing of the pace in this matter and 
the issue of a large amount of token currency will only drive 
the people to gold and enoourage hoarding among them. 
Spread of education, progress of industries and commeroe and 
fthe policy of Qovernment tending to popularise currency notes, 
will enoourage a larger use of paper substitutes for metallio 
jponey. Instruments of oredlt were in use among bankers and 
-merchants in old times; but bank notes and notes issued by the 
State as a part of national currenoy, were not known. This is 
-a development of the past seventy years. A few commercial 
houses in Caloutta used to issue their own notes in the early 
years of the last century; but their circulation was naturally 
limited to a small area and amount. “Under Acts of they 
■Governor-General, Nos. VI of 1839, III of 1840 and IX of 1843^ 
the Presidency Banks of Bengal, Bombay and MadraS were 
authorised to issue notes payable on demand, but the issue of 
the notes was praotically confined to the three oities of Cal¬ 
cutta, Bombay and Madras. These note were not legal tende r. 
The issue were limited to maxima of two crores of rupees in 
the oases of the banks of Bengal and Bombay, and of one crore 
in that of the Bank of Madras. These Acts were repealed by 
A.ot XIX of 1861, providing for the issue of a paper currency/ 
through a Government Department by means of notes of tha 
Government of India payable to bearer on demand. These 
notes were made legal tender within the circles of issue. SincS 
the 1st Maroh 1862, when this Act took effect, no banks have) 
been allowed to issue notes in India." 1 

155. Regulation of Issue :—Mr." James Wilson, the 
first Finance Member of the Governor-General’s Counoil, initi¬ 
ated the new policy by introducing a Bill relating to the paper 
currenoy in India in 1860. He pointed out in hi9 speech before 
the Legislative Counoil the advantage of a Government paper 
currenoy to be managed entirely by the State. “ The Govern¬ 
ment of India," he said, “ proposed to take the issue depart- 


1 Memorandum submitted by Mr. F. W. Newmarch to the Chamberlain 
Commission. 
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ment of the Bank of England as their model.” 1 2 Notes, whichr 
are only silver or gold certificates, representing a stook or 
the precious metals of equal value kept in reserve, do not 
possess the advantages mentioned in the foot note; and fiat 
money or inconvertible paper money has its obvious dangers. 
The Government of India placed before itself as its ideal and 
guide the English Bank Charter Aot of 1844 and imposed a limit 
lpon the fiduciary issue though that limit has been raised from 
;ime to time as the circulation of the ourrenoy notes ha» 
steadily expanded. The issue of bank notes is regulated by the 
State in all countries. A reserve of gold and silver is insisted 
on as a guarantee for the encashment of the notes whenever 
they are presented, and the amount of the notes which need not 
be so secured by a reserve, is strictly limited by law; a 
departure being allowed therefrom only under specific condi¬ 
tions. The portion of the note issue not covered by a reservo 
of cash, may bear a certain ratio to the total circulation or 
[may be a fixed amount to be automatically raised with tbo 
[increase of issue-’ 

It was provided by the Act of 1861 that bullion and ooin 
should be retained as a reserve to pay the notes issued, with 
the exception of such an amount not exceeding four orores of 
rupees as the Governor General in Council with the consent of 
the Secretary of State for India might from time to time fix. 
-This amount was to be invested in “ Government securities.’*' 


1 “Not only would such an issue department possess a security greater 
perhaps than that of any bank of issue in the world, but there would be a 
large direct profit to the State from the interest derived from the fiduciary 
portion of the reserve and an indirect advantage in the improvement of 
Government credit from the purchase of securities for the paper currency" 
reserve. I should mention that Mr. Wilson’s bill did not become law without 
considerable modification, the principal being that the last denomination of 
note was fixed at ten rupees instead of five, and that the fiduciary portion of the 
reserve was limited by the Act, as passed, to four crores of rupees instead of 
two thirds of the note .’circulation by Mr. Wilson.”—Evidence of Mr. F. W* 
Newmarch before the Currency Commission, 1914. 

2 Compare the British, French, American and German systems in thin 
connection. 
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In December 1863, the note issue was valued at Rs. 5,11,00,000 
and the Reserve was composed thus :— 

Silver Coin Reserve . 1,93,22,868 

Silver Bullion Reserve . 1.17,00,000 

Jovernment Securities ... .. 2,00,77,132 


/Govern ir 


5,11,00,000 


The i nvested portio n of the Reserve was thus about two- 
fifths of the total circulation. The maximum fiduciary issu e, 
which was originally limited to 4 crores, was raised to 6, 
crores in 1872, to 8 crores in ISftO, to 12 crores in 1905 
and to 14 crores in 1911. Originally, the securities in ' 
which a portion of the paper currency reserve was to be' 
invested, were to be * securities of the Government of India ’ 
but when in 1905 the limit of the fiduciary issue was raised 
to 12 crores, ‘securities of the United Kingdom of Great| 
Britain and Ireland * and ‘ securities issued by the Secretary of 
State for India in Council under the authority of Act of Parlia-* 
ment, and charged on the revenues of India,’ were added, thei 
value of the latter classes of securities being limited to 2 crores. 
By Act VII of 1911 the limit of the i nvested portion was raised I 
to 14 crores and it was provided that 4 crores out of these might ( 
be invested in securities other than those of the Government • 
of India. 

As will be shown below, the permissible invested portion > 
has been raised from tbis limit to Rs. 120 crores, and the bulk 
of these securities were, during war time, British Treasury/ 


Bills. By the Indian Paper Currenoy (Amendment) Act, 


Act VI of 1918 and Act II of 1919, the maximum limit for the 
issue of currency notes against Treasury bills, was successively* 
raised from 48 to 86 orores and the total permissible amount! 
of securities went up to 100 crores of rupees. Owing tcj 
difficulties in the ways and means position, Government too^ 
legal powers in September, 1919, by Aot XXVI of 1919, to ini- 
crease the permissible holdings of seourties in the Pape^ 
Currenoy Reserve to £ 80 million or 120 crores of rupees thought 
there was no ocoasion to utilize that power. The character and] 
the locale of the securities were radically altered in the course* 
of 1920—21 in consequenoe of the sale, by the Secretary of State, 
of sterling securities to the amount of £ 86J^ million in 
43 
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j replenishment of his treasury balanoes depleted by the new 
' exchange policy adopted in conformity with the reoommenda* 
f tions of the Babington Smith Committee. The holding of 
Indian treasury bills, therefore, exoeeded Rs. 61 orores at the 
I close of 1920-21. The percentage of seourities in the Reserve 
to the total oiroulation of notes was 22 during the pre-war 
quinquennium. It rose to 29 in 1916, to 66 in 1917, to 62 in 1918 
< and to 65 in 1919. The following table will make the position 
1 clear :— 


f 

A 


Gross 

circula- 

Crores of Rupees. 

Percentage 
of total 

)y 

if Date.’ 


tion of 
Notes. 
Bs. 

(Crores). 

Silver. 

Gold. 

Securi¬ 

ties. 

Total. 

metallic 
Reserve to 
Gross Note 
circulation. 

31st March, 1914 

• • • 

661 

20*5 

31*5 

14*0 

66*1 

78-0 

„ „ 1915 

• •• 

61*6 

32*3 

15*2 

20*0 

61*6 

77*3 

,t *i 1916 

• 99 

67-73 

23-5 

24*1 

20*0 

67*7 

70*5 

„ „ 1917 

• •• 

86*38 

19*2 

18*6 

48*4 

86*3 

43*9 

„ „ 1918 

* • • 

99*79 

10*7 

27*5 

61-4 

99*7 

38*4 

„ Nov. 1919 


179*67 

47*4 

32*7 

99*5 

179*6 

446 

April, 1920 


170*4 

39*3 

45*3 

85*0 

170*4 

50*0 

Mach, 1921 


166*1 

65*5 

24*1 

76*4 

166*1 

54*2 

24thJJune, 1922 


174*17 

78*87 

24*3 

70*9 

174*1 

58*2 


f 156. Currency Reserve t— For several years the Paper 
Currenoy Reserve was kept mainly in silver and in India. But 
sinoe 1898 this polioy has been ehanged, and a portion of the 
, Reserve is now looated in London to be used for the purchase of 
silver for ooinage purposes and also for the support of exchange. 
In 1898 an Aot was passed (II of 1898 ) enabling notes to bo 
Issued against gold held by the Secretary -of State in London, 
This Act was a temporary measure intended to meet excep¬ 
tional conditions. The Secretary of State sold bills beyond hist 
Mown requirements for the convenience of trade, but the Govern-* 
|snent of India oould not meet them from their balanoes* Thn 
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shove Aot was intended to enable them to meet the drawings 
from the Paper Currency Reserve, the Secretary of State setting 
aside gold to the acoount of that Reserve in London to the same 
amount as the Government of India took out from the Reserve 
in this oountry to meet his drawings. 

This temporary arrangement was extended by two years and\ 
then in 1902, by Act IX of that year, was made permanent. The] 
Secretary of State was enabled by this Aot, to purchase silver 
^bullion and to transmit it to India for ourrency purposes. 
‘Thus the Secretary of State might either (1) J^g^jg^ohd^inEng 
l *"d »« nf tha rflsnrvft wnrainsf the nrtfaa in a wn, • 

(2) he might transmit the gold to this oountry to serve the sami • 
purpose here Or (3 ) he migh t gfnwnd it nfl fjh« pngAh.na nf atofti, 
fllso-tp-forn ] Bftrt tilt ihBJEfififl™- Gold ° r silver in transit to In¬ 
dia from its location as part of the reserve in England or vice 
versa, remains part of the reserve while in transit.' In practice 
only the first and the third of the above alternative courses are 
adopted aB ordinarily sovereigns ‘ are imported on private ac¬ 
count in sufficient quantities into India and render it unneces¬ 
sary for the Secretary of State to Bhip them.* 

1/ If-the silv or requirgd for ooiDAS» P n T na<>g Ka nnr- 

- ohased in India. 1 it is but reasonable that a part of the Paper 
Currency Reserve should be transferred to London by the sale 
j of Counoil bills to enable the Secretary of State to make the 
necessary purchases whenever necessary. But the portion of this 
Reserve located in London, oame to be regarded as a first line 
of defence in a time of exohange crisis, and strong objection was 
jtaken to the utilization of the ourrency reserve, which is intend¬ 
ed mainly to enable the Government of India to encash its 
(notes, for supporting exchange, and to the investment and look ¬ 
ing UP of, lftwo fiinds in England. It was argued that the 
English joint stook banks worked with a very small reserve of 


1 The necessity and wisdom of transferring even a part of the Reserve to 
London have been doubted and it is urged, with much show of reason, that 
■silver purchases should be regularly and directly made in India through Indian 
merchants. India has a large bullion market, e. g. Bombay, and it is capable* 
of great expansion. It is not an extravagant but a legitimate demand to asl^ 
Government to make its silver purchases in this country. This suggestion, i£ 
adopted, will benefit Indian trade without causing inconvenience or loss tog 
Government. 
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gold and relied too muoh on the Bank of England and that it 
was dangerous to hold the gold of the ourrenoy reserve ear¬ 
marked at that Bank. The general objection to the transfer of 
Indian gold to London in the oase of the gold standard reserve 

f iplied with greater foroe to the gold in the ourrenoy reserve*, 
le Government, however, replied that if the gold on aooount 
the Reserve were not drawn to London, it would, in *ny oase* 
have to be transferred there for the purchase of silver when the 
stook of rupees was depleted and gold in India could not serve 
\ the purposes of ourreno^ It was stated that “the gold in the 
1 Reserve in India has been muoh in excess of the demand, that 
the Gold Standard Reserve has not in itself been sufficient to 
secure beyond question the stability of exchange, and that gold 
in London is more directly and indubitably effective for this 
purpose than gold in India.” 

f The Gold Standard Reserve has recently increased very 
rapidly owing to the enormous amounts of rupees the Govern¬ 
ment had to coin to meet war expenditure incurred on account 
of His Majesty’s Government though rising silver prices eli¬ 
minated all profit on rupee coinage for some time. The neces¬ 
sity of earmarking gold belonging to the Currency Reserve at 
the Bank of England which is said to be ‘ equivalent to the ex¬ 
port of gold from London to India, * because that gold so, set 
aside against notes issued in this country, is not available to 
the London market, was removed by an amendment of the law* 
and the Secretary of State for tlndia was empowered, by suc¬ 
cessive steps, to invest the Reserve there up to a total amount of 
Rs. 100 crores, this limit of securities in England having been 
only Rs. 4 crores before the out-break of the war. The total 
invested portion of the Paper Currency Reserve was increased 
by March, 1918, to Rs. 86 crores and later to nearly 100 crores 
as against Rs. 14 orores only before the war broke out. Thn 
Gold Standard and Paper Currency Reserves have expanded 
beyond all expectations in the course of the years of war, and 
the recommendations of the Chamberlain Commission could not 
give sufficient guidance to decide how they should be invested, 
and utilised as a permanent policy. 

157. Note circulation Indian currency notes are in. 
promissory noton^the Government ^ofjndiar^pay- 
* e in rupees to bearer on demfiin37'aiM'ai^ issued in denomi- 
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nations of 5,10, 50,100, 500, 1,000,10,000, and latterly, 1 and 
rupees- /They are issued without limit at any paper currency 
office against rupees or golaN For the purpose of the note 
system, I ndia is divided into seven circles, 1 and (with the ex¬ 
ception of the 5 rupees note which was universalised outside 
Burma in 1903 ) the notes were, ^ntil ^1910, legal tender only 
within the oirole of issue.’ Since then all the smaller denomi¬ 
nations of notes up to and including those for 100 rupees, have 
heen universalised^/ 


An urgent demand for ourrenoy which could not be satis¬ 
fied with the available stock of rupees, led the Government to 
think of issuing notes of suoh very small denominations as 
one rupee, in imitation of the one £ and 10s. notes issued in Eng¬ 
land to satisfy the enormous currency needs of the war period. 
^The one-rupee notes were issed on 1st Deoember, 1917; and notes 
of the denomination of Rs. 2on 2nd January, 191f£j| The 
issues were first oonfined to the three Presidency towns and 
special facilities were given for their Encashment at the Post 
Offices^ In the oourseof a few months their total issue reaohed 
a value of Rs. 45 lakhs, and the encashments amounted only 
to Rs. 11 lakhs. On 31st March 1919, the values of the 1 Rupee 
and 2Rupees notes in circulation were about 10H crores and 
194 crores respectively. These notes were primarily issued 
with the object of supplying additional currency and economis¬ 
ing the use of silver which had become unprecedentedly scarce 
and dear. The above universal! Ration pf n otes has assisted to ex¬ 
pand and p opular ise pape r ^nirannv in India.*The average gross 
crioulation of notes was 28'58 crores in 1900-01, 4&14 crores in 
1906-07, 65 62 crores in 1912-13, 64 orores in 1915-16, 101 crores 
In 1917-18,133 orores in 1918-19 ; and the circulation exoeeded 
crores in 1919-20 . The following table shows the gross, net 


\y* 1 The seven circles are : Calcutta, Cawnpove, Lahore, Bombay, Karachi* 
Madras and Rangoon. 
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and the active circulation of currency notes on 31st March* 
during the past few years 



Gross circulation 

Net 1 circulation 

Active circulation 


( crores of Bs. ) 

( crores of Bs. ) 

( crores of Bs.) 

1913 

61 


56 

45 

1914 

66 

*•* 

59 

... 50 

1915 

62 


56 

... 44 

1916 

68 

••• 

64 

53 

1917 

86 


82 

67 

1918 

100 


98 

82 

1919 

133 


150 

134 

1919-20 

174 

• • * 


153 

1920-21 

166 

• * • 


147 


\The expansion of the circulation of currency shows a 
steadily inoreasiug amount of ourrency absorption. Currency 
is said to be absorbed when it remains in the hands of the- 
public and is the net addition to circulation^ The absorption 
can be found by adding together the coinage of rupees and 
sovereigns, the net imports of sovereigns and Ithe issue of notes 
and deducting from the total the inorease that may have taken 
place in the Reserves and the Treasury balances of Govern¬ 
ment. The following table shows the total absorption of each 
form of ourrency:— 


Silver (rupees and 
half-rupees.) 


Currency Notes ... 


Bank and other 
balances. 




1913-14 
(crores of Bs). 

1915-16 
(crores of Bs). 

16-26 

•40 

5*32 

10*40 

2-87 

7*17 

•81 

.53 

33*84 

i 

18*40 



1-94 


100-01 


1 The ‘net’ circulation is obtained by deducting from the gToss amount 
the quantity of notes held in Reserve Treasuries. We get the active circula¬ 
tion if notes held in other Government Treasuries and in Presidency Bank 
Head Offices are further deducted. In this latter circulation notes held ia 
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A radioal ohange ooourred in the position with reference 
to the publio absorption of ourrenoy in 1920-21, which will be 
referred to at the close of this chapter. The following table 
gives a comparative view of the circulation of eaoh denomina¬ 
tion of note on 31st Maroh of five years : 

Note Circulation showing the number of each Denomination. 


Betomi nation of 

Number of Notes ( In lakhs ). 

Notes. 

31st March, 
1914. 

31st March, 
1917. 

, 31st March, 
1919. 

! 31st March, 
1920. 

31st March, 
1921. 

1 


• • t 


1,348-76 

952-50 

2i 

... 

... 

73-38 

■ 

20-37 

5 

32*22 

66-24 

183-81 

I 

280-93 

10 

177-26 

255-98 

469-22 

547-23 

526-63 

20 

.38 

•21 

•17 

•16 

•14 

50 

3-57 

5*04 

9-79 

9*79 

7-66 

100 

17*81 

25-32 

43-80 

1 

47-22 

500 

•52 

•48 

•49 

| -52 

•50 

1,000 

•91 

112 

1-51 

1-62 

1-78 

10,000 

•15 

•18 

•18 

•19 

•17 

Total Pieces ... 

232-gfc • 

324-60 

1,833-45 

2,230*77 

1,83800 

„ Value ... 
(lakhs of Rs.) 

66,11*75 

86,37-51 

153,46-47 

174,52-4^ 

rgS45-6?> 







Government Treasuries other than Reserve Treasuries, are not often included ; 
but in the above figures the active circulation is arrived at after making all 
these deductions. 

^ With the establishment of the Imperial Bank, the Reserve Treasury 
jsystem was abolished, and the old distinction between gross and 'net* cir¬ 
culation disappeared. * Active ’ circulation can, however, be distinguished 
/still. 
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158. Currency Operations The Government of 
India and the Secretary of State perform several functions 
which, in other countries, are performed by private and State 
banks. The connection between the Indian Government and 
movements of trade, internal and external, is very intimate; 
and the financial operations of the Currency Department and 
of the India Office, are on an extensive soale. The Treasury 
system of Government and its management of exohange and 
currenoy, whioh are of the nature of ordinary banking functions, 
necessitate these operations on behalf of the State. As the 
Imperial Bank of India, established two years ago, starts bran¬ 
ches all over the country and takes over the functions of State 
treasuries, this work will be steadily reduoed. As matters stand, 
funds have to be moved from treasury to treasury and from 
currency chest to currenoy chest to meet the seasonal demand 
arising from the necessity of financing export trade. 


" Briefly the position is that, in addition to the Treasury, 
Currency Reserve and Gold Standard Reserve Balances at 
Head-quarters^lovernment hold large amounts of money dis¬ 
tributed over India in Distriot treasuries and in currency 
ohestsT) nearly every treasury having such a chest, Money 
oomes'into the Government treasuries and sub-treasuries all 
over the country in payment of revenue, from which it is 
necessary to provide funds for expenditure at Head-quarters 
or in order to meet outgoings in England.') Conversely, the 
trading firms have large remittances to make to the interior in 
payment for produce. Firms requiring money for this purpose 
constantly apply to Government for remittance orders from one 
j plaoe to another within the country, Mind Government meet 
their requirements so far as they can do'so, by the issue at a 
small charge of Bupply bills and telegraphic transfers through 
^treasury or ourrenoy. The amount of remittances annually 
effeoted in this way is very largeT) The arrangement is econo¬ 
mical for all parties concerned as enabling these transactions 
to be largely effeoted without any actual movement of coin.”' 
jWe propose to'notice, in the next Chapter, a similarly intimate 
'.relation whioh subsists between the banking operations of 


1 Report upon the Operations of the Currenoy Department during the 
year 1913-14. 
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"Government and the adjustment of the transactions of India's 
external trade. 

So far as the Government is ooncerned, funds are moved 
from one treasury to another to supplement the money availa¬ 
ble thererGovernment likewise remits funds, at a small charge. 
for the convenience of trade by giving them transfers on its 
treasuries. The paper currency reserve is kept in special 
‘ chests ’ which are located at each treasury and sub-treasury, 
and transfers are made through these ohests^ If a oertain 
treasury is short of funds, it may take the amount it requires 
from the currenoy chest, and a corresponding transfer from 
treasury to ourrenoy chest is made at some other place, where 
there are surplus funds at the time, ffne aggregate value of] 
transfers * through currency ’ in 1918-19, amounted to 55*13/ 
crores of rupees andVhe total movement of funds through’ 
treasuries as well as through currency,offices, amounted to just, 
over 100 orores. As indicated above, the Imperial Bank is now 
doing a considerable part of the work of moving funds as it is 
entitled to transfer its funds through currenoy free of oharge^ 
and Government has discontinued the issue of ourrency trans¬ 
fers or supply bills between any two places in whioh a Looal 
Head Office or a branch of the Bank is situated. The total 
movement of funds through Government agency, i. e. through 
treasuries as well currenoy offioes, amounted, in 1920-21, to 
87^6 crores as compared with 107^4 crores' in the previous 
year. 

159 War and Guwency :—So far we have given an 
account of the Indian currency system as it developed from 
stage to stage till the outbreak of the war, with occasional re¬ 
ferences to the effeots of the prolonged and exhausting struggle 
upon that system. The war w hich has thrown the world's 
currencies and exchanges into utter confusion, Hfd not fail to 
diatmh and - upset the Indian gold, erchanye standard. As the 
question of foreign exchange will be dealt with specifically 
and in detail, in the next Chapter so that it may be adequately 
treated, we shall here pay it only a passing notioe and direct 
attention to other salient points in the position into whioh 
Indian ourrenoy was driven by the stress of abnormal circum¬ 
stances. fit is, however, necessary to remark that India’s our- 
*enoy difficulties were primarily and direotly due to the valuable, 
44 
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I part the country took in the prosecution of the war and const!-* 
1 tuted her sacrifice for the Umpire and her contribution to the 
successful termination of the struggle. The first effect of the 
outbreak of the war was seen in the oreation of a panioky 
atmosphere, the weakening of the exohange, withdrawals of 
savings bank deposits, a demand for the encashment of notes 
and a run on Indian gold stooks. These difficulties were early 
and courageously met by Government, and public confidence 
was restored in a short time. 

The most serious difficulty Government had to encounter* 
was presented by the enormous demand that arose for currenoy 
and that could not be satisfied with such large issues of rupees 
and notes as could be put into circulation. On the one hand* 
imports into India were curtailed by a shortage of shipping 
. and England’s preoocupation in the'produotion of munitions; 
and on the other, exports had to be maintained on an extensive 
scale for supplying the Allied armies with food and war mate¬ 
rial. Foreign indebtedness to India due to the trade balance* 
could not be adequately met as gold beoame soarce and the 
situation was aggravated by the enormous disbursements 
whioh the Indian Government had to make in this oountry on 
behalf of His Majesty’s Government and repayable in London. 
From the table given on a preceding page, 1 it will be seen how 
the imports of treasure into India were seriously ourtailed 
during the war period and the natural result of this unsatisfied 
' ndian demand and unliquidated trade balance, was that 
Government had to get hold of all the Bilver it could and coin 
t into rupees. (The pressure upon the world’s silver supplies 
vas intense and its prioe steadily rose till at last it attained 
; mprecedented heights, being 89 d. an oz. in 1920. Between April 
1916 and Maroh 1919, Government purchased no less than 300 
million standard ounces of silver in the open market besides 
1 the 200 million fine ounoes placed by the U. S. A. under a. 
special agreement, at the disposal of India^j While on the one 
side, the demand for silver was abnormal,rail the world over* 
;he production ot that metal averaged 178 million ounoes during 
•he four years 1914-17 sh against 228 million ounoes, the ave¬ 
rage of the preceding four years. 


1 Page 247. 
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The exohange standard depends for its suocess upon* 
Government’s ability to maintain the artificial value of the- 
rupee and to prevent it from rising above or falling below the 
fixed rate. On aooount of the extraordinary conditions men- j 
tioned above^Government found it impossible to work the/ 
system in the normal way. They, therefore, restricted the/ 
amount of rupees offered for sale in London and controlled the! 
operation of exohange banks which were asked to finance the! 
export of commodities of national importance required for the! 
prosecution of the war so as to economise the supply of 
currency. But the. most serious ^factor which, upset the 
exchange-standard was the high price of silver combined with 
reduction of gold imports. The bullion par of the rupee, that is, 

S he price at which Government can issue rupees to the publia 
>n the basis of the fixed ratio of 1 sovereign = 15 rupees, without 
0 RH i la && nF T nnTtnft This means that if silver rises above 
this level of sterling prioe, the 165 grains of silver contained - 
in the rupee are worth more than 16 d. ; and Government must 
either suffer loss in issuing rupees or must demand more in 
sterling for them. 1 Government was, therefore, driven to the- 
necessity of raising the sterling value of the rupee in successive- 
./stages in response to the continued rise in the prioe of silver. 

160, Breakdown of the Standard. —Thus the exchange 
standard which had been maintained by preventing the rupee 
from falling below 16 d., broke down, and the other contingency' - 
that silver would rise to suoh heights had not been contemplat¬ 
ed. /By law the rupee had been made A th part of the sovereign 
or equivalent to 7*5 grains of gold, there being about 113 grains 
of pure gold in a sovereign. But this ratio had to be raised. 
with the rise of silver, and the Government’s rate of selling 
rupees by telegraphic transfer was successively enhanced, till 


1 The bullion par of a token coin is the value of its metallic contents as - 
distinguished from its face value. This par was 66 d. in the case of the English 
shilling, 60Jf d. in that of the French five franc piece and 5914 d. with regard, 
to the U. S. A. dollar. When the gold value of the token coin exceeds the 
value put upon it, the coin loses its token character and Government must 
either reduoe its metallic content or raise its nominal value in response to the 
rise in the price of the metal. The British Government has now reduced the 
fineness of the shilling and other countries have done likewise to their token.* 
currencies. 
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jit fpn i nTril" 1 9fiA 1 Q 1 Q Besides raising the 

rate of exchange, Government adopted a number of other mea¬ 
sures to meet the situation created by dear silver and the 
practical oessasion of gold imports in liquidation of the trade 
balance. 

{On 29th June, 1917, the use of silver or gold coin for other 
thah currency purposes was made illegal and on 3rd September 
of the same year, the export of silver coin and bullion was 
prohibited. Notes of the denominations of Rs. Vyk and Re. 1 
were issued with the view to economise silver. With the same 
object a new two anna nickel piece was issued at the end of 
March, 1918^ and in September, 1919, authority was taken 
from the Legislature for the issue o/four anna and eight anna 
nickel pieces. The latter were not to be unlimited legal tender 
like the silver half rupees and the limit was put at one rupee^ 
To make up for the shortage of silver, Government tried ter 
Increase its holding of gold by requiring all gold imported into 
the country to be sold to it at a rate fixed from time to time 
and based upon the sterling exchange value of the rupee and 
irrespective of the prevailing premium on gold as compared 
with sterling and of the existing legal parity between the rupee 
and the sovereign. 

, To supplement the rupee and paper currency a b r anch of 
ithe Royal Mint was opened in BombayJcuAugust^-UU &4 and 
las some delay'Wai thevftable before sovereigns could be minted 
there, the gold Mohur of the same weight and fineness as the Sov- 
ergig^w^ la April and.May ^laia^ja gx^v^jR^yrency 

crisis seemed imminent and Government escaped from incon¬ 
vertibility by the skin of its teeth. {The demand for silver cur¬ 
rency was large and insistent, and its stock with Government 
was as rapidly exhausted as it was replenished. Supplies of 
silver ran short, and the new rupee coinage and the absorption,^ 
jof rupees in 1918-19 was Rs. 507 and 45 orores respectively!! 
The silver supplied by the Government of the U. S. A. under 
the Pittman Act 1 was of the greatest use in the crisis. The 
keen demand for currenoy in India need cause no amazement 
For four years prior to 1918 the imports of the precious metals 

1 The Act authorised the sale to other Governments of silver not exceeding 
340 million silver dollars from the holding in the dollar reserve. It enjoined 
subsequent repurchase at not less than a doller per ounce. 
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Were abnormally low and the void created was being filled up* 
[by the absorption of currency. 1 Before gold coinage was suspend** 
ed in April, 1919, 2,110,000 Mohurs and 1,295,000 sovereigns had 
'been coined in Bombay. On account of the premium upon gold 
in the bazar, the sovereign selling at as much as Rs. 19, gold 
ooins hardly circulated as currency, though in 1917 and in 1918, 
Government issued sovereigns and mohurs amounting in value* 
altogether to £ 11 million. In order to supply to the public 
jthe gold for which there was an exceptionally keen demand* 
^Government commenced, at the end of August, 1919, fortnightly 
^ales of that metal and succeeded in bringing down its price to- 
fan appreciable extent. 

161. Babington Smith Committee :—It was no defence 
of the exchange standard to say that under it^Government was* 
at liberty to raise the value of the rupee as circumstances re-/ 
quirecjl because that value had been fixed as that of so many 
grains of gold, the rupee being regarded for all practical pur¬ 
poses as a bit of gold and not of silver. The chaotic condition 
of the system of currency and exchange at last appeared to call 
for an inquiry and a suitable remedy, ton 20th May, 1919, the 
Secretary of State, therefore, appointed a committee with Sir 
Henry Babington Smith as Chairman. The Committee was 
asked to examine the effect of the war on the Indian exchange 
and currency systemjWd practice and upon the position of the^ 
note issue and to make recommendations as to modifications 
that might be thought necessary with the view to ensuring a 
stable gold exchange standard. The question of monetary 
standard was not kept open in the sense that the exchange 
standard was to be assumed and. the discussion of a true gold 
standard was not to be revived ; land what was desired was theV 
stabilizing of the exchange value of the rupee at a-suitable rate/ 


1 The largest quantity of new rupee coinage was 8*3 croves in December 
1918 ; and the heaviest absorption was 6-8 crores in April of the same year. 
“The combined value of the two Indian Mints’ output in August, 1918, was 
Rs. 5£ crores. As the average speed of coinage is estimated at 2,600 coins 
a minute in Calcutta and 1,6C0 in Bombay, the velocity of the output per 
second equals 70 coins, worth an average value of 46 rupees. If the pieces 
coined during the month alone at this rate were placed edge to edge, the lino 
would stretch across a space equal to the extreme length of India—from 
the Hindu Kush to Cape Comorin.”—Samuel Mtntague & Co.’s Bullion, 
iietter. 
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The Committee attaohed the greatest importance to stability 
, of the value of the rupee and thought that if a large change 
had taken plaoe in it already, ‘it may be preferable to establish 
stability at the new level rather than to submit to the further 
■ change which is necessary for a return to the old level, especially 
'if the former course shortens the period of uncertainty.’ The 
alternative courses open if the rupee was not to be fixed at a 
'high sterling rate, would have been (1) | reduction- of 
fineness or weight (o r both) of the rupee, (2) the issue of 2 or 3 
rupee coins of lower proportional silver content, (3) the issue of 
4 nickel rupee, or (4) temporary and partial inconvertibility of 
{the note issue. |The Committee rejected all these sugges- 
| tions on the ground that the rupee with which the masses had 
(become so intimately familiar, and to whioh they were, so to 
I say, deeply attached, must, in no oase, be tampered with; and 
l:.as regards inconvertibility, temporary or otherwise, it was 
^simply unthinkable. There were really two oourses open. 
Either the old monetary standard must be maintained and the* 
f rupee adjusted to it; or the rupee must he kept intact. and the, 
^tanjdaj^JJ^ • The Committee and the Gov4 

fernment preferred the latter oourse, and in effect, altered the* 

1 had fail0d| 

JThe most suitable rate of exohange was, in the opinion of 
lithe Committee, 24 d. and it was to be expressed not in terms of 
itsterling but in terms of gold. That is to say, the rupee was to 
••be linked to gold and not to the pound sterling^Gold ooin was 
•not in circulation in England and Treasury notes formed the 
>^reat bulk of the full legal tender currency and they were not 
convertible into gold. The pound sterling was therefore at a 
[discount. 1 The American dollar was convertible into gold and 
jNew York was the only free market for gold. The relation 


1 “The result is that there is a divergence between the value of the pound 
sterling and the sovereign. One hundred ounces of fine gold came to be coined 
into 425 sovereigns ; but at the quotation on 17th December, (108 s. 9 d. per 
ez.) 100 ounces of fine gold cost approximately £ 544 in sterling, i. e. in notes. 
Thus £ 1 sterling (paper) is equivalent to 425/544 or *78 of the sovereign 
{gold), a discount of 22 per cent.; or conversely, the sovereign (gold) is worth 
.£ 544/425 or £ 1*28 sterling (paper), a premium of 28 per cent.”—Report of 
Babington Smith Committee, paragraph 55. 
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| between the gold sovereign and the gold dollar is the relation 
! between the quantities of the metal oontained in the two coins 
and it is expressed by saying that the sovereign -4’8666 dollars. 

| But in December 1919, the pound sterling was quoted at £ 3’83, 
whioh meant a depreciation of 21 per cent. The discount on 
,the British currency has oontinued, though on a slightly 
reduced soale.ftn view of this depredation and fluctuation 
»in the value ofosterling, the Committee recommended that the i 
rupee should be linked to gold and not to sterling. The stable 
relation between the rupee and gold was fixed at the rate of 
Rs. 10 to the sovereign or of one rupee for H'30016 grains of 
fine gold. What was India's exohange standard ? The equi¬ 
valence of the rupee to -W- or about 71 grains of fine gol<& The 
high price of silver rendered this relation impossible, ana con¬ 
sequently a higher gold value was attributed to the rupee and 

aUewd, being rained from 7J^ 
*° T1 ft nf T1T?° There was no question of 

prinoipie involved in the Committee's recommendation regard¬ 
ing the linking up of the rupee to gold instead of to sterl¬ 
ing, as the Indian standard had been a gold and not a sterlin g 
standard, the rupee being equivalent to so many grains of gold. 
As to the practical aspeot of the reoorameqdation, experience 
soop proved how futile were the efforts to maintain, the distinc¬ 
tion. 

162. Chief Recommendations .—Having altered the 
gold value of the rupee from one fifteenth to one-tenth part of 
a sovereign and rendered it independent of the depreciation of 
the pound sterling, the Committee proceeded to make other 
recommendations. It wished that the import and export of 
gold into and from India should be free from Government 
control and reiterated the opinion of the Chamberlain Commis¬ 
sion that though the aim of the currency policy should be to 
give to the people the form of ourrenoy they demand, * gold ean 
be employed to the best advantage in the Government reserves 
where it is available for meeting the demand for foreign remit¬ 
tance.’ nthe Bombay branoh of the Royal Mint was to bsj 
reopened for the ooinage of sovereigns and half sovereigns andi 
the obligation of Government to give rupees for sovereigns w&b' 
to be withdrawn in view of the prevailing shortage of silver 
though in normal times facilities were to be given for th* 
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conversion of legal tender gold into legal tender silver ooin and* 
vice versa. The public was, of course, to be given opportu¬ 
nities to exchange sovereigns in their possession at the rate of' 
Rs. 15 per sovereign at the time of the introduction of the new 
ratio. The suggestion which had been plaoed before it in favour 
of a modification in the practioe of purchasing silver for coin¬ 
age and of arranging for the purehases in Bombay, whioh has- 
a large bullion market, to the benefit of the Government and : 
the advantage of Indian dealers, did not commend itself to the 
Committee who refused to make any recommendations in that 
behalf. 

The Committee made important suggestions regarding th^ 
Paper Currency and Gold Standard Reserves. It may be re¬ 
collected that before the war the invested or fiduciary portion, 
of the Currency Reserve was limited to 14 crores of which 4 
crores might be held in sterling securities. The espansion of~ 
the note issue and the deficiency in the supply of the preoious 
metals during war time, compelled Government successively 
to raise the limits of investment and the statutory maximum 
. reaohed was 120 crores, out of whioh 20 crores might be invest¬ 
ed in the securities of the Indian Government. ^The formula 
laid down by the Chamberlain Commission in this behalf was 
that the fiduciary portion of the reserve should be fixed at* a 
max imum of.tha~am.ount of notes held by Government in the 
Reserve^ Treasuries, plus, one-third of the net circulation. ’ 
TEe object to be aimed at being the elasticity of the note issue 
and the security of its convertibility, the Committee thought 
I that it would be enough to put the statutory minimum for the 

cent. 

^ circulation .^ The holding of Indian securities was to be limited 
to 20 1 crores and the balance was to be held in securities of 
> other Governments comprised within the Empire, not more 
1 than 10 orores of this holding having more than one year’s 
maturity and all being redeemable at a fixed date. The exist¬ 
ing permissive maximum of 120 crores was to be retained for 
is limited period. 

The higher rate of exohange would necessitate the revalua¬ 
tion of sterling investments and gold in the Reserve at 2 s. to 
the rupee, and the loss resulting from the depreciation could, 
be made good from savings due to the rise in exohange. Ta 
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4ne6t the reasonable demand for additional currency provision 
was to be made for the issue of notes up to 5 orores over and 
above the normal fiduciary issue as loans to the Presidency 
Banks on the security of export bills. As regards the public 
grievance about the location of a part of the Reserve in London 
it was recommended that the silver and gold in the Reserve 
should be held in India except for transitory purposes. No 
limit could be fixed to the accumulation of the Gold Standard 
Reserve and it was suggested that, when practicable, it should 
be held largely in the form of gold, securities with early dates 
of maturity being selected for the invested part of it in order to 
keep it as liquid as possible. A portion of the gold in the Reserve* 
not exceeding one half, was to be held in India. 

163. Criticism: —It will be seen that several of the recom¬ 
mendations of the Babington Smith Committee were designed 
to improve the Indian currency system consistently with the 
maintenance of the exchange standard and were calculated to 
remove the grievances of the public and to meet the wishes of 
critics in many important respects. Leaving the question of 
the high rate of exchange to be discussed in the next Chapter, 
we may here say that the alteration of India’s monetary standard 
by the executive action of Government and the general work¬ 
ing of the gold exchange standard during and after the War, 
have caused deep and widespread dissatisfaction in the country* 
Mr. Dalai, the only Indian member of the Babington Smith 
Committee, could not agree with his colleagues on the funda¬ 
mental questions at issue. He strongly protested against the 
change in India’s money standard 1 which was the legal ratio 
of 1: 15 between the sovereign and the rupee, which change he 
characterised as 4, a veritable revolution in her currency 
arrangements which must cause a widespread and lasting hard^ 
ship amongst the masses of the people of India.” 

Mr. Dalai further says that it was not also necessary to 
alter the currency standard and that the high price of silver 
was not a sufficient justification. He thinks that the large 

1 4 ‘In contradistinction to this legally established standard the gold ex¬ 
change standard has no validity. It has not been clearly and explicitly- 
defined. The authorities who conduct it exercise the widest discretion in its 
Tegulation but hitherto have been careful to respect the legally constituted 
ratio between rupees and the sovereign.” 

45 
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{demand for currency in India was oaused mainly ‘by th» 
! acceptance in London of payments due to India in the form of 
sterling which oould not be transmitted to India by the usual 
/methods.* The indebtedness of foreign nations to India could* 
[ have been liquidated by the floatation of loans in them if not 
by the import of the precious metals. Great Britain paid for 
U. S. A. imports by the export of gold and of Amerioan securi¬ 
ties held by British oitizens and by floating loans in America. 
The same procedure could have been followed with reference to 
India's favourable trade balance. 1 But no suoh steps were 
thought of and the action of the Indian Government in pro¬ 
hibiting the exports of silver, the exclusion of the Indian stocks- 
iof that metal from the world’s markets and the enhancement 
of the rate of exchange, drove silver prices to high levels. Tfro 
mere fact of India selling her silver would, in Mr. Dalai's 
jopinion, have shaken the strength of the silver market; and the 
Bale of its silver currency by the Government of the U. S. A. in 
Similar circumstances, lends support to his contention. 

The extraordinarily high prices of silver threatened the 
token currencies in England, France and other countries and 
their Governments met the contingency by issuing notes of 
small denominations and by preparing to debase the silver 
coins or manufacture new coins. It had been proposed, and 
the proposal was approved by Mr. Dalai, that while the existing 
silver rupee of 165 grains of fine silver should be continued full 
legal tender, its further coinage should be stopped and as lorg 
as silver prices ruled high, rendering the bullion value of the 
rupee higher than its face value, Government should issue 2 
rupee silver coins of reduced fineness as legal tender, making it 
impossible for the new currency to go to the melting pot. If 
the ohoice lies between altering the standard of value and the 
metallio contents of a token ooin, the latter alternative is cer¬ 
tainly preferable, beoause it is less radical and disturbing in its 
effects. And this method has been followed in several countries 
during and after the war. The rupee is, after all, a token coin, 
and a ohange in its silver content would not have been a 

1 “Still there is little room for doubt that, daring the war, British 
Government loans could have been successfully floated in India on a very 
large scale on the same lines and terms as some of those publicly floated in* 
the L. S. A. to meet the expenditure of the Imperial Government.’’ 
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aerious matter. 1 But the Government was overwhelmed with 
apprehensions regarding the politioal effects of the measure 
and the Committee on Currency and Exchange regarded the 
weight of its opinion as decisive. The objection was certainly 
not entirely baseless and the adoption of the measure, often 
erroneously characterised as * debasement/ was surrounded 
[with administrative difficulties, partioulary the prospect of the 
jnew coin driving the full-weight rupee out of circulation. But 
I as a matter of fact, Government faced worse difficulties and 
need not have shied at the proposal to issue a new token 
coin. 


164. The Latest Phase :—Leaving matters relating 
purely to foreign exchange to be dealt with in the next chapter, 
we shall now bring up to date the narrative of the general* 
development of the|&urrency system during the two years and/ 
a half that followed the publication of the report of the! 
Babington Smith Committee and Government’s acceptance ofl 
its main recommendations^ The pressing appeals made to* 
Government that it should dause another inquiry to be made 
into the currency and exchange situation and that it should 
retrace its foot-steps to the position occupied before the last 
investigation, is an instructive commentary on the measures 
taken by the State in connection therewith and the oourse 
events have followed. Government miscalculated the effects 
of the policy it adopted ; its forecast of the immediate economic 
*and financial future of India and of the world, went hopelessly 
! wrong; the assumptions underlying the recommendations of 
ithe Currency Committee were not satisfied ; and having once 
I started on the path chalked out by itself 9 Government persisted 
! in its march in spite of warnings and protests till at last the 
finances and the currency system of the country were thrown 
into utter confusion and a dead halt had to be called. “ Walk-. 
iand see than figoame the motto of official 


After the exohange was left to take oare of itself, what was\ 
the monetary standard of India ? Legally, it is 11? grains ofl 
pure gold giving a ratio of 10 Rs. = sovereign in gold, that is, 
24d. gold.' But the market rate has, for months, bean I5?d. 
sterling per rupee. The standard, therefore, is not a quantity 


1 See the Author’s Currency Reform in India. 
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Of gold O f Qj i t. i s. not Alan ffflld aTcharmo —There is 

praotically no monetary standard; and the value of the rupee 
In sterling fluctuated with the sterling prioe of silver and the 
currents of foreign trade. The ezohange has, for months 
together, hovered round 15*d. apparently in sympathy with the 
prioe of silver. 1 This latter has long remained in the neigh¬ 
bourhood of 35d. an ounoe and the sterling ezohange at 15jd. 
With silver at this prioe, the value of the metallio contents of 
\ the rupee is about 14V£d. The idea of fizing the value of the 
\rupee and maintaining it there, has for the time being been 
Wbandoned, and thus the gold exchange standard has been given 
she go bye. The policy of the near future will be made to 
depend, it seems, on the anticipated recovery of the ezport 
^rade and the rise of the rupee with the increased demand for 
Ifeurrenoy. But will it be fized at 16d. or at 24d ? Will the 
ezohange standard be restored or will a gold standard be 
established ? Another 'commission of inquiry will probably 
answer these questions ; and the cold logic of events, as they 
ocour, will be the determining force. We shall state below in 
some detail what measures were taken by Government to give 
effeot to the recommendations of the Currency Committee and 
how they operated on the position of gold, silver, the circulation 
of the different forms of ourrency and the Paper Currency 
Reserve. 

165. Gold, Silver and the Currency Reserve:— 

VAt the beginning of the ofSoial year 1920-21, the restrictions on 
the import of gold bullion and ooin were in operation. All 
Imported gold was acquired by Government, and the acquisition 
rate was altered, on 2nd February, to Re. 1 for 11*30016 grains 
/of fine gold. The sovereign, however, provisionally remained 
‘legal tender for Rs. 15. The restrictions on the import of gold 
bullion and foreign coin were removed on 21st June, and by an 
ordinance of the same date. Ordinance No. Ill, gold oolns 
referred to in seotion 11 of the Indian Coinage Aot (III of 1906), 

( ceased to be legal tender. Sovereigns were to be accepted at 
the old rate by Government during a moratorium of 21 days, on 
the ezpiry of which the restrictions over the import of British 
gold coins were also removed. The total amount of sovereigns 


l 1 See a statement showing a kind of parallelism in this connection, - 
on page 10 of tho report of the Ourrency Department for 1920-21. 
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received at currenoy offices and treasuries, was £ 2$ millions. 

, All these measures were preliminaries to the adoption of the 
, new ratio of the rupee and the sovereign, 15 to 1, recommended 
i by the Currency Committee. Legal effect was given to the 
recommendation by the Indian Coinage ( Amendment) Act, 
No. XXXVI of 1920 which received the assent of the Governor 
General on 9th September, 1920. The legal tender character of 
' the sovereign and the [half-sovereign, suspended by the Gold 
j Ordinance of 20th June, 1920, was thus restored by law : the 
* market price of the gold coins was another matter. 

Since September, 1919, Government had been selling to 
the publio, gold purchased in London, and also acquired in 
India. The sales were intended to reduce the premium on 
gold that prevailed in the country and to help the establishment 
of the new ratio which required cheap gold, at Rs. 16 per tola 
and likewise to support exchange by reducing gold imports. 
Owing to various restrictions on the free movements of gold in 
this oountry and outside, its price in 1918[and in the early part 
of 1919, was unusually high, standing at Rs. 32 per tola in 
August of that year. In the mean time, however, the Amerioan 
embargo on gold was removed and the market for South African 
and Australian gold was freed. This opportunity was availed 
of to purchase large quantities of the metal for India, and 
the purchases assisted the transfer of Indian funds accumulat¬ 
ing in London to this country and the cheapening of gold 
in the market here. [There were 13 sales of gold between 
September and the close of Maroh and the total quantity sold 
was 90,59,710 tolas. The price of the metal was brought down 
by this means from Rs. 28 to Rs. 22-13. The sale of gold had the 
effect of reducing the demand for currenoy and the circulation 
of notes. fThere were 12 more sales between April and September 
of 1920^and the total amount of gold taken up by the publio 
was 12,529,925 tolas, ^he cessation of sales in Ootober 
pushed up the price of gold steadily and it stood at Rs. 30 
per tola on 31st Maroh, 192l[jln the absenoe of other favourable 
factors, this measure thus failed in lowering the prioe of 
gold and in helping in the establishment of the new mone¬ 
tary standard. In the oourse of the year 1920-21, all the 
/remaining restrictions on the movements of the preoious metals 
necessitated by the extraordinary circumstances of 1918, were 
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removed, and the recommendations of the Currenoy Committee 
in that behalf were oarried out. The restrictions imposed on 
the transit of silver by rail and boat was taken away on 18th 
June, 1930; and on 20th July, was cancelled the prohibition on 
the export of silver imposed in September, 1917. 

In September, 1919, owing to difficulties in the ways and 
means position, legal powers had been taken by Act XXVI of 
1919 temporarily to increase the permissible holdings of secu¬ 
rities in the Paper Currency Reserve to Rs. 120 orores, of which 
Rs. 100 crores were to be held in British Treasury Bills. Owing 
to the heavy sales of reverse councils, the Secretary of State 
had to sell out a portion of the sterling securities in the Reserve* 
and in the absence of permission to increase investments in 
Indian securities, it would have been necessary to oanoel notes 
in this country to the full rupee equivalent of the sterling secu¬ 
rities sold. It was thought that this proceeding would cause 
a serious monetary orisis in India, and Act No. XXI of 1920 was 
passed in March, to remain in foroe till 1st October of the year, 
continuing the existing figure of 120 crores as the limit of 
permissible investment but abolishing the restrictions as re¬ 
gards the locale of the securities and their sterling or rupee 
character. The above mentioned Act was replaoed by Act No* 
XLV of 1920 which came into force on 1st October- The latter 
gave effect to the recommendation of the Currency Committee 
regarding the constitution of the Currency Reserve, while 
providing for a temporary period of transition. The gold and 
the sterling securities held in the Reserve were revalued on 1st 
October at the rate of Rs. 10 per sovereign, and the deficiency 
resulting from the revaluation was made-up by 12 months* 
Treasury Bills of the Government of India issued by the 
Controller of Currency to the Reserve. The composition of the 
Reserve, as a result of these ohanges, assumed a radically alter¬ 
ed form towards the close of 1920-21 as compared with what it 
was a year before. On 31st March, 1920, the securities held in 
England and India were worth respectively 67’2 and 19'5 crores i 
and a year later they were valued at 8 3 and 68'0 crores respeo* 
tively. The gold holding had been reduced in the year by 20 
crores and the silver holding had increased by 28 orores. 
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166. Mechanism of Exchange :—If full payment in 
gold or silver was to be made to foreign countries for commo¬ 
dities imported from them and if they were expected to make 
remittances of the preoious metals for articles exported to them 
it would be a troublesome, inconvenient and'wasteful proceed- 
ing.'-jf’As the paper money of one country will not be accepted 
for payments of debts in another, the precious metals will have 
to pass to and fro between nations to settle their indebtedness 
to^jone ano ther, p But the trouble is avoided and the ex- 
^penso is saved by the mechanism of_bills of exchange which 
'enable international indebtedness to be adjusted* very easily. 
Importers who have to make remittances abroad, purchase the 
orders issued by exporters of commodities to foreign countries 
to their customers and send them to their creditors who realise 
the money from people on whom the bills are drawn and who 
are themselves saved the trouble of making remittances to their 
own creditors. If a balance of indebtedness remains between, 
countries after such adjustment has been made, gold or silver 
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may be remitted to make up the amount. 1 The exports o f 
country 

be nHKmjg*but barter, commodities being exchanged ftwr one 
another by the trading communities. This is perfectly true so 
far as the ultimate analysis of international trade is con¬ 
cerned. But trade is carried on by individuals and firms and they 
do not exchange commodities for oommodities.^Exports and 
imports of goods are specialized transactions and have to be 
separately paid for. But taking a country as a whole, we can 
speak of its balance of trade. 

International, as well as internal trade, is facilitated by 
dealings in claims for the payment of the values of goods, which 
sellers have on buyers. Payment of value of commodities pur¬ 
chased may be made as much by transferring to the seller 
claims to money as by the direct handing over to him the pre¬ 
vious metals, coined or otherwise. Sellers have to receive pay¬ 
ment: buyers have to make it. Claims to money are sold and 
bought to the great convenience of traders and the economy of 
money. The reciprocal liabilities of two nations, as of two in¬ 
dividuals, are not equal and the balance may be paid as much 
by the remittance of a bill of exchange as of gold. Bills can 
be transferred by indorsement and are always available in all 
parts of the world for payment abroad^India, for instance, 
imports more from England than she exports to that country 
and may be expected to make a remittance of the balance due 
to her. But if India is a debtor to one country, she is the cre¬ 
ditor of many whose Indian imports exceed their exports to 

1 4t International like domestic transactions are settled in terms of 
money : the machinery fur effecting payments differs in magnitude, not in 
principle. A merchant A in France, let us say, has imported coffee from M 
in Brazil, while B in France has exported the same value of ailks to N in 
Brazil. Instead of sending money to M, and N sending it back to B, it is far 
simpler for A and B to settle with each other in Paris and M and N in Rio do 
Janeiro. B accordingly writes an order, known as a bill of exchange, to N 
directing him to pay M, or, in technical language, B draws on N; A buys this 
bill from B and remits (i. e. sends) it to M, who presents it to N and gets it 
.cashed. Thus no money is exported and only one bill is drawn. In as much as 
it is not always easy for the M’s and N’s to find each other in Rio de Janeiro*, 
and the A’s and B’s inJParis, the business of issuing and purchasing such bills, 
lias become the function of the banker and the bill broker,”—Seligman t 
Principles of Economics. 
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India. The liability of India can thus be transferred to other- 
countries, who are on the balanoe, her debtors. On aooount of 
England’s extensive commerce, her well-established banking 
system, and the stability of her standard of value, London has 
become a great financial oentre though the pre-eminence was 
shaken by the war and challenged by New York. A bill on 
London is in universal demand and such bills are drawn, by 
arrangements with banks in all parts of the world, and become 
a convenient means of making payments. 1 

167. Foreign Exchange :—In domestic exchange, that 
Is exohange between one part of a country and another, there 
are no complications of different currencies suoh as those which 
characterise foreign exchange. The ourrency is the same and 
^the only thing that has to be done is that provision has to be 
made for making remittances of money for commodities pur¬ 
chased. The remittance of money involves trouble, risk and 
cost; and in minimising these, lies the improvement of the 
system of exohangejQ& tn the busy seaaomin- India, rupees and 
' currency notes, particularly the former, are sent from the port 
| towns and commercial centres to the districts for payment to 
1 cultivators for their orops^)But shroffs and banking houses 
^finance this trade and remittances are made through the instru- 
: mentality of bills or ‘ hu nd iaa, ’ A merohant who wants to 
make payment to a dealer in a distant plaoe, will buy from a 
local banker a hundi for the required amount and it will be 
duly cashed when presented and the remittance will thus be 
effected. Similarly, the seller of commodities will sell hie 
: right to reoeive money to a banker who will reoover the amount' 
ifrom the buyer and will receive a small reward for his trouble 
and expense. This hundi system has been in vogue in India 
for centuries and the internal trade of the country has been 
Ifinanced through its means. 

Before the days of railways, the post ofifioe and a unified 
currency, domestio exohange in India was surrounded with, 
difficulties* The insecurity^ of carriage of bulky money^ from 
one plaoe to another, was a risky "matter and therefore hundi 
rates were likely to be high and liable to fluctuations. Even, 
to-day, exchange between British territory and some Native* 


1 See Ilartely Withers : Money Changing, Page 111. 

46 



INDIAN ECONOMICS. 


362 

States which have their own distinctive currencies is just like 
dealing in foreign exchange. But on the whole, internal ex¬ 
change has been vary muoh simplified by the facilities which 
are now available. fThat exchange,briefly, involves the question I 
of the price of money in a particular place as expressed in the 
terms of the same currency, made available in another place, 
and it is governed by the expense and risk of remitting money 
and is regulated by the relation between demand and supply* 
The charge made by the banker is the price of the remit¬ 
tance. 

To understand the nature of foreign exchange we have to 
extend to it this idea of domestic or internal exchange. The 
problem of foreign exchange is complicated mamlyJbyj^Jdffer^ 
ences in the currents of an3‘in a subsidiary 

way, by the volume of imports and exports and therefore by 
the supply of and demand for remittance. Tbe uncertainties 
relating to exchange between gold standard and silver standard 
countries or countries having a gold standard and those with 
paper currencies, are very great. The instability and fluctua¬ 
tions in the Indian exchange during the twenty years preceding 
the closing of the mints in 1893, may be recalled here as an 
Illustration. Even as between two countries having the same 
monetary standard, however, exchange i5aay not be stable under 
certain circumstances, and the state of the exchanges of 
European countries with one another and with the XL S. A., 
during and after the War, is an instance in point. The 
indebtedness of a nation to others resulting from an excess of 
imports or from foreign loans and obligations, will depreciate 
its currency, and the unprecedented fall of the mark and the 
cronef illustrates the effect of these factors* There are several 
forces at work even in times of peace which affect foreign 
exchanges in different circumstances. 

168. Rate of Exchange :—The rate of foreign exchange 
is the rate at which a definite amount of foreign money can be 
obtained and laid down in another country by the payment of 
national currency in one’s own country. A merchant who 
wants to make a remittance to a foreign country, inquires how 
much he will be able to pay to his creditor abroad with a 
definite amount of the ourrenoy of his own country, or which la 
the same thing, how much of the currency of his country will 
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'be required to lay down a definite amount of foreign currency 
in another country. If the rate of exohange between Ijondon 
and New York ie deolared to be 4*866, it means that an English 
merohant will be able to remit that amount of dollars to 
America by paying one sovereign in London; or an Amerioan 
exporter will receive 4*866 dollars for one £ worth of goods 
exported to England. Similarly, if the exchange on Paris is 
25*225, the same merohant will lay down that amount of francs 
in Paris by paying one sovereign to his banker in England ; or 
an English dealer will receive one £ for a claim on a Franch 
merohant worth 25*225 francs. 

The rate of exobange between countries having the stand*^ 
ard coin made of the same metal, will be the relation between! 
the weights of the metal of a particular fineness contained in| 
the coins. This is the * mint p qr of exchange,* and the actual’ 
rate will be above or below it as a country has to receive more 
or less from foreign countries than it owes to them. The 
fluctuations in the rate of exohange, are however, limited to 
the'gold points,’and of the two methods of remitting money 
abroad viz. sending gold and sending a draft, or claim to the 
payment of a particular amount, that one will be chosen which 
is less expensive. If the charge of remitting gold is lower than 
that of posting a bill, the former alternative will, of course, 
be preferred to the latter. * The relative value of the English 
sovereign and the French Frano is 25 f. 22 c. to the sovereign 
which is the mint par of exohange. If the cost of remit¬ 
ting one sovereign to Paris is say 7c., it will buy only 
25f. 15o. in that city. A London merohant will prefer to buy a 
bill and send it rather than remit gold if he can obtain, say 25f 
18o. in Paris by the former method. This will, however, 
depend upon the mutual indebtedness of England and France 


1 “ When the number of people who want to send from Sydney to London 
is greater than the number of those who want to send money from London to 
Sydeny, the latter will be in an advantageous position, and able to buy drafts 
on favourable terms, but the amount in Sydney that the sovereigns or cheques 
representing sovereigns in London will fetch cannot rise above the exact 
equivalent plus the cost of remitting coin from one centre to the other. 
When that point is reached the exchange is at gold point.’’—Hartley Withers • 
The Meaning of Money. 
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which will determine the rate of exchange lying between 
the gold points. 1 

I There can, of course, be no mint par of exchange between 
countries having currencies of different metals, but the general 
principles of foreign exchange given above apply also to the* 
/reciprocal relation between those currencies. The fluctuations* 
m the rate of exchange will, in these cases, be great, but at 
any given moment, there will be a definite rate at which the 
currency of one country based on gold may be converted into 
that of another having a silver or paper basis. The market 
price of silver and tire quantity of the paper money in circula¬ 
tion, will determine this rate of exchange. The exchange on 
India before 1898 and on China even at the present day, are 
instances in point. The excessive issues of paper money in 
Germany, Austria and Russia are responsible for the abnor¬ 
mally low exchange values of their currencies expressed in 
terms of gold or sterling. The British and French exchanges 
as compared with the American, share the same characteristics* 
though on a small scale. 

There is one matter which it is necessary to make clear in 
this place, and it relates to the way in which foreign exchange 
(is expressed. /We may state either how much of foreign currency 
fa unit of our national currency will buy or how much of our 
awn currency will be needed to purchase a unit of foreign 
currency.| These are two ways of expressing the same relation* 
but are likely to create confusion in the minds of the uninitiat¬ 
ed. Thus in London the exchange on New York and Paris is 
stated to be $ 4*86 and 25f. 20c. respectively, but that on Bombay 
is said to be Is. 4id. That is to say, while exchange in London 


1 “ It thus becomes evident that the foreign exchanges arc a mechanism 
by which international indebtedness is settled between one country and 
another andjfhat rates of exchange are the prices at which the currencies of 
ithe various countties are expressed relatively to one anotherl When the 
balance of claims between two places does not roughly agree gold has to be 
shipped to settle the difference, unless it can be met by what is called aibi~ 
itrage which consists of dealings in bills on other centres. For instance > 
\London may not have enough claims on Paris to set off the claims of Paris on 
U but may be able to fill the gap with bills on Berlin, or some other centre* 
Vhich Paris may happen to want.”— Ibid . 
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I s with reference to the first two countries is expressed in terms 
of their currencies, that oj ^Bombay is expressed in terms of 
British money. From this , the Indian end, we may say that! 
one rupee will buy~is. 4*d. in London, but on the same princi¬ 
ple, the exchange on Bombay would be expressed by being 
stated as Rs. 14-15-0, which is the amount of ’the Indian cur¬ 
rency that the soverign will buy in this country. • But it is the 
practice to express both, the exchange on London and that on 
Bombay, in English currency and it'will be, say Is. 3§Jd. and 
Is. 4£d. 1 

169* Indian Exchange Having briefly stated the gen- 
oral principles of foreign exchange, we shall now proceed to 
desoribe the nature and the course of exchange in the case 
of India. ^rThe question of foreign exchange has played a very i 
important part in the development of the currency and financialJ 
organization of India owing mainly to three causes : (1) FirstCl 
the standard of value, as described in the last Chapter, was for 
many years in India, a silver standard. With the steady fall 
in the gold value of silver, the exchange with countries having 
a gold standard went lower and lower till the fall was 
arrested by the closure of mints in 1893. Exporters of goods 
from India benefited by a fall in exchange as they reoeived 
more silver and silver rupees (the mints being open at the time) 9 
in India for the same quantity of gold obtained in foreign 
countries as the price of those goods. But importers of com¬ 
modities from abroad and others who had to make remittances 
to foreign countries, had to pay more rupees to get the same 
quantity of sovereigns in London. With the adoption of a 


1 The expressions ‘high* and ‘low’ and ‘favourable ’ and ‘unfavourable* 
-exchange will prove misleading unless the sense in which they are used in 
particular cases is clearly understood. Exchange which is ‘low’ from one 
point of view, will be ‘high’ from the other view-point. A similar statement 
may be made with regard to ‘favourable’ and ‘unfavourable’ exchange. A rate 
of exchange which is favourable from the point of view of importers is un¬ 
favourable from that of exporters. But exchange is generally said to be 
favourable to a country when it is in a position to receive more of a foreign 
‘currency for a definite amount of its own ; because it is in having to make 
excessive remittances abroad that the danger of exhausting national stocks 
gold and embarrassing the banks of the nation by reducing the availabl e 
backing for credit, is involved. National stocks of gold are jealously guarded 
as on them is reared the whole superstructure of a nation’s system of credit. 
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gold standard the problem of exchange lost its terrors, amf 
fluctuations in the rate were limited. 

The second factor in the situation has been the obliga¬ 
tion on the Government of India to remit a large amount of 
money every year to the Secretary of State for meeting the- 
Home Charges. Government was, therefore, deeply interested 
in bringing about a stability of exchange so that it might be- 
sure as to the amount of rupees it must provide from year to 
year and might not have to suffer losses owing to the depreci¬ 
ation of the currency as compared with gold. Though a gold 
standard was established in India, it existed for purposes or 
exohange only, and the responsibility rested upon Government 
to maintain the value of the rupee at the fixed rate of 16d. to 
the rupee. Government altered the monetary standard and 
raised the exchange value of the rupee during war time to 
make it keep pace with the rising prices of silver. The Indian 
'system is not automatic and the relation of the rupee with: 
'foreign currencies is not regulated by the course of the prioes 
of silver and gold and the course of trade. The balanoe of trade 
does indeed determine in India, as elsewhere, the fluctuations of 
jexchange between the gold points, but if the exchange rises or 
jfalls beyond these limits, it is manipulated by Government 
by the offer for sale of Counoil bills in London or by the 
offer of drafts on London, as we shall presently show. The 
financial transactions of the Government of India in this 
country and in London, have thus exercised a powerful influence 
s upon the development of the system of exchange in this oountry. 

yJ/S) But there is a third factor in the situation, viz. the 
, needs of the import and export trade of the oountry. The great 
; Exohange Banks, no doubt,'finance the export and import trade,. 
; but the Secretary of State for India sells drafts on the Indian 
/ Government to plaoe himself in funds in London and also for 
I the convenience of importers of Indian goods into England. 

I The latter want rupees for the payment of the price of Indian 
exports to be laid down in this country, and they can get the 
rupees either by purchasing the drafts sold by the Secretary of 
' State for India or by shipping soverigns to this country and re¬ 
ceiving rupees and currency notes in exchange for them from, 
the Indian Government. The less expensive of the two methods, 
is, of course, preferred by merchants and bankers. 
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The Secretary of State has often to sell Council drafts be¬ 
yond his immediate needs for the convenience of trade 9 and he 
places himself in funds for the purchase of silver out of which 
rupees are coined here. Exchange on India will rise when 
there is a great demand for remittance to pay for Indian ex¬ 
ports in the busy season and will fall in the slack season when 
exports are reduced and there are very small payments to be 
made to India. It will fall when, owing to famine or drought,, 
exports from India are reduced. So long as the mints were 
open, people had the right to take imported silver buillion 
to them and to have it coined into rupees. This import of 
silver into India competed with the sale of the Secretary 
of State’s bills in London. But when the mints were closed 
and the relation between the rupee and the sovereign was 
fixed by law. Government practically got a monopoly of 
the supply of Indian currency, and foreign merchants could 
obtain that currency here either through the purchase of 
Council drafts or the shipment of sovereigns, fit is only 
when the exports from India fall off owing to scarcity that 
the method of Council bills fails, and the Government of India 
has to sell reverse bills, and the Secretary of State meets his 
requirements by drawing upon his reserves, by borrowing or in 
other ways.N 

170. Development of the System The question of 
devising a convenient method of remitting funds to England 
has been often discussed since the beginning of the last century*. 
“The manner in which such remittances could be defrayed 
with the greatest advantage, engaged the attention of the 
Court of Directors as long ago as 1813, when they explained to 
the Government of India that this might be effected either 
by advance to the public service which would be repaid by the 
British Government in England, or by remittances through 
private merchants who would pay money in England in return 
for bills on the Indian Government, or would receive advances 
in India from the Government, to be employed in the pur¬ 
chase of goods consigned to the United Kingdom; if these me¬ 
thods failed to give sufficient remittances, bullion might occa¬ 
sionally be consigned to the Court of Directors.” 1 All these* 


1 Report of the Fowler Committee: Index and Appendices, page 24. 
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'different methods have been followed simultaneously or separ¬ 
ately as was found necessary and convenient, and the Govern¬ 
ment of India have also remitted funds to England by buying 
hills in Calcutta. MThe method of selling bills of exchange on 
the Indian Government was found to be the best, and since 
1862, reliance has been mainly placed upon it for drawing funds 
to London. “ Sales of the Secretary of States’ Bills were at 
first made (1862) monthly, and at a fixed rate of exchanged By 
a series of changes, fortnightly and then weekly sales-'were 
substituted for monthly ones; allotments to the highest bidder 
took the place of sales at a fixed price; tenders were invited 
(1876) for telegraphic transfers as well as for bills on India; re¬ 
ductions were made in the minimum fraction of a penny per 
rupee in the price at which tenders would be received ; and 
applications were invited and reoeived for bills and telegraphic 
i transfers on dates intermediate between the regular fortnightly 
lor weekly sales. Bills and transfers so sold are described as 
f‘In termediates'* or ’*Specials” 1 

p The methocTof transferring funds from the treasury of 
*4he Government of India to that of the Secretary of State on a 
large scale by the sale of Council drafts is rendered possible by 
the fact that India has ordinarily a very large trade balance in 
her favour. Except in years of ;very deficient crops and un¬ 
favourable trade, this balance is so large as to be only partly 
met by the remittances which banks and commercial houses 
are enabled to make to India by purchasing the Secretary of 
State’s drafts; considerable portion of the world’s debt to India 
remains to be discharged by other means. Before the closing 
of the Indian mints to the free coinage of silver in 1893, this 
supplemental remittance was effected by shipments of silver to 
India to be coined into rupees: since the dosing of the mints 
it has taken the form of shipments of sovereigns whioh are 
reoeived at the Indian mints and treasuries in exohange for 
rupees at the rate of 15 rupees to 11.” 1 

171. India's Balance Sheet t—The balance of trade is 
said to be favourable to a oountry when its exports to foreign 
countries exceed its imports from them. But this is a mislead¬ 
ing phrase and the so-called favourable balanoe may mean the 


1 Report of the Chamberlain Commission : Appendices, page 217. 
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drain of a nation's wealth, while an excess' of imports over 
exports may be indicative of growing prosperity* Great 
Britain imports more than she exports but this exoess does not 
represent her indebtedness to foreign countries, but rather the 
payments made to her by them for services rendered. The ex¬ 
ports of India, which are not paid for by imports, represent the 
payment this country has to make to the Secretary of State for 
4 home charges, 9 the profits of British firms and remittances of 
Europeans resident here. The true balance of indebtedness Is 
found on a careful synthesis of various ‘ visible' and 4 invisible' 
Items of export and import, and customs statistics leave a 
big gap which a close scrutiny must fill up. The two sides of 
the Indian aooount will stand thus 


(а) Imports of merchandise. 

(б) „ gold and silver. 

(c) ,, securities. 

( d ) Remittances to private 

individuals such as travel¬ 
lers &c. or institutions. 

(e) Import of capital for in¬ 

vestment. 

(f) Services rendered to India 

by Government officials, 
banks, shipping and in¬ 
surance companies &c. 


As the exports of India 
ports, the account sheet may 
ed thus:— 


(a) Exports of merchandise to 

pay for imports of merchan¬ 
dise and of precious me¬ 
tals and securities. 

( b ) Exports of merchandise to 

pay for Home Charges. 

(c) Exports of merchandise in 

lieu of profits, commission, 
interest &c. payable abroad. 

(d) Exports of merchandise to 

pay for investment of capi¬ 
tal in India. 

(e) Remittances to individuals, 

for support of families &c. 


are normally in excess of im* 
be more conveniently present- 


(a) Exports of merchandise. (a) Imports of merchandise. 

<*) ,, precious metals. 

(c) Imports of securities. 

(d) „ services in various 

forms rendered by Government ser¬ 
vants, shippers, insurance companies, 
merchants, capitalists, manufacturers 
&c. 
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i The Secretary of State’s drawings by means of Council 
bills and telegraphio transfers are represented as imports. 
From the point of view of Indian exporters of merchandise this 
is true enough because they reoeive payment for their goods 
’ from Government treasuries in this country. But from the 
point of view of the nation, as a whole, Council drafts mean 
also a withdrawal of wealth from India in as much as the 
Government of India, representing the nation, meets the drafts 
of the Seoretary of State who withdraws funds from this 
, country for spending them in England. If the drawings 
are, therefore, shown on the credit side, an equal amount must 
, be shown on the debit side also. In the statistical tables 
| presented in Government reports, which are concerned mainly 
: with the finance of foreign trade, Council bills are invariably 
shown as imports of funds, but there is no corresponding entry 
on the other side showing an equal remittance from the Govern¬ 
ment of India to the India Office. Government transactions 
also are excluded from the statistics in connection with the 
balance of trade and this causes some confusion. 1 What, in 
reality, happens in this case is that the Seoretary of State 
diverts to himself a part of the funds which otherwise would 
have come into this country. He is, as it were, an exporter 
Of services for which he ‘draws* upon India, and the Indian 
Government on this side, pays his drafts. As the British trade 
balanoe shows an excess of merchandise imports explained by 
Englishmen’s services to foreign countries, the Indian trade 
‘ balanoe must show an excess of exports which pays for the 
services imported. The council drawings represent only a 
book account and to show them as an import of funds proves 
mis leading. This faot will become clear if we suppose that 
the Indian Government purchased sterling drafts and thus 
transferred funds to London instead of being drawn upon by 
the Seoretary of State as now; the transaction then will have 
to appear as an export of funds and will have to be added to 
the export side of the account. 

172. The Trade Balance :—As we shall presently 
show, the'favourable* or 'unfavourable* balanoe of trade in 

1 See Appendix I to the Currency Depsrtment Report for 1913-14, 
where the whole question of the balance of accounts is dealt with in detail. 
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■any particular year must not be taken as a decisive indication 
of the position of the country with respect to its financial or 
eoonomio prosperity or deterioration. Exoess of exports is 
taken as the result of a country’s being the creditor of other 
communities and is thus welcomed; and an exoess of imports 
is supposed to reverse the position. This view is, however, 
superficial and wrong. For instance, the favourable balance or 
(excess of exports in a given year, may mean the export of 
capital lent to foreign countries or may represent the liquida¬ 
tion of debts^ In the case of India, however, an excess of 
exports or a "'favourable’ trade balance, is a permanent feature 
of the economic condition of ttie country, and it has given rise 
to a prolonged controversy. fThe excess has been spoken of as 
<a ’drain’ of India’s wealth and as an important cause of India’s 
jpovertyT^ The drain has, therefore, been represented by Indian 
'politicians and economists as a ’tribute’ paid by India to 
England for the latter’s 'political 7 and economio domination ; 
and its reduction has been recommended as a remedy for the 
improvement of the material and moral condition of the people 
of this country. 


On the other Bide, a strong protest is made against 
this method of representing the favourable trade balanoe, 
and the excess of exports is shown to be the price of the 
benefits India receives from British rule and from the use 
of cheap oapital; and its characterization as a * drain ’ or 
* tribute ’ is resented as an unwarranted exaggeration. As we 
have shown in the two balanoe sheets presented above, the 
excess of exports can be easily and technically accounted for. 
It is not, however, a question of mere accounting and we have 
to go deeper into the matter, /if India imports capital and 
imports and utilises the services of soldiers, administrators, 
merchants, shippers, educationists and others, she must pay 
for those services as other nations do under similar oonditionsJ 
But the question is, whether India cannot and should not 
engage her own men for the above purposes on a steadily in¬ 
creasing scale, and to that extent, reduoe the payments which 
have to be annually made abroad. To reduoe the charges India 
has to pay to foreigners by enabling the Indian people, as far 
as possible, to do what outsiders are doing for them to-day, la 
*he direction the polioy of the State has to follow; and the 
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Government of India is being constantly urged to adopt that 
policy. 1 

t It is but fair that the benefits derived by India from the 
^British connection, should be frankly admitted. They are- 
patent and oan not be denied. India may be reasonably 
ezpeoted to pay for these benefits and that prioe she has paid 
and is paying to-day in the economic as well as other spheres. 
But the goal of British policy in this country cannot be any other 
than to make India autonomous in every respeot. There are- 
people in England and in India who do not see any advantage 
to their own oountry resulting from the British connection. 
The point to be emphasised here is that the domination of 
England in India has conferred decided benefits upon the 
former and entailed oertain serious disadvantages on the 
latter. And it is but natural that Indians should wish that the 
^lis Ad vaT> * a g aa should be reduced and stopped and that _Jjhey 
should be placed in a position to manage their own economic 
and political affairs and derive full benefit therefrom. The 
merits of the ‘ drain * controversy oannot be appreciated with¬ 
out a clear understanding of these fundamental considerations. 
So long ago as in 1859, speaking in the House of Commons, Lord 
Stanley frankly showed what India’s ' tribute * to England was ; 
and he remarked :—“ I believe the amount of contribution, not 
to publio, but to private necessities, from the people of India to 
the people of England, oannot be taken at less than from £ 5 
to £ 6 million sterling. Now, that is a sum whioh in striking 
a balance between England and India, we cannot fairly leave 
out of sight ”. s This was spoken sixty years ago; and the 
**contribution ” has increased manifold since that time. 

173. Liquidation of the Balance The ways in which 
the abnormal exchange conditions created by the War were met 


1 See the works of B. C. Dutt and Dadabhai Navroji’s .‘Poverty of In- 
•dia’, and the Author’s “ Gokhale and Economic Reforms”, pages 41-44. 

2 See the Author’s “Dawn of Modern Finance”, 53-55. 
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by Government, will be explained presently. But it will not 
be inappropriate briefly to refer here to and Illustrate the 
manner in which India’s balance of accounts was made up 
during the past three or four years as it throws an interesting 
light upon the ‘invisible’ exports from Indiaand on the general 
'exchange system. /The net exports of merchandise from India 
were comparatively very large during the latter part of the 
war period which meant huge foreign indebtedness to this 
country.*) To add to this, there were thB recoverable disburse¬ 
ments made in India by the Indian Government on behalf His 
Majesty's Government; and thus foreign liabilities to India 
were enormously increased though India’s contribution to the 
expenses of the war was, to a certain extent, set off against 
the amounts due. The total amounts which the Government 
of India had to find for recoverable disbursements reached 
enormous dimensions, rising to 120 and 130 millions of £ in 
1917 and in 1918. 

| us the year 1916—17 as an illustration to show how 

^foreign indebtedness to India was aotully liquidated through 
funds provided by Government agency and private invisible ex- 
I ports. The balance of trade to be liquidated in that year was 
I Us. 90'27 orores/) “This means that the number of rupees that 
were seeking to De exchanged into external currency, such as 
sterling, dollars, yen &c., in order to pay for India’s imports, 
weTe outnumbered by the external currency, seeking to be 
exchanged into rupees in payment for India’s exports, to the 
extent of about 90 crores. Speaking very generally, it may be 
said that the necessary balanoe of rupees has been found mainly 
in two ways—(A) by rupees placed at the disposal of trade by 
Government, and (B) by rupees brought forward by people in 
India who have had to make remittances elsewhere, i. e. who 
have had to turn their rupees into external currenoy, for some 
purpose other than in payment for an aotual import of goods.’’ 1 


1 Report of the Currency Department for 1916-17. 
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Remittances through Government amounted to about 59 
crores, thus:—- 


(1) Council Bills ... 

47-07 crores 

(2) Net payment of money orders and postal 


orders in India 

3-30 „ 

(3) Telegraphic transfers &c. issued on India 


from Persia and elsewhere 

4-50 crores 

(4) Paid to a Bank in India on behalf of East 


Africian Government which repaid in 


London 

3-67 

(5) Remittances to India from certain Crown 


Colonics 

•20 

(6) Currency notes returned from Mesopota¬ 


mia and encashed in India 

•30 „ 

Total ••• 

5904 


This amount still left a balance of about 31 crores un¬ 
accounted for. And the Controller of Currency was able to 
ascertain through the courtesy of Exchange Banks, the extent 
and the purpose of the remittances made from India during the 
year ' other than remittances made in payment-for imports.’ He 
could, in this way, account for no less than 25 crores of rupees. 
There were thus remittances from India for investment into the 
British War Loan, Exchequer Bonds and Treasury Bills, their 
amount being in the neighbourhood of 7crores. Many people 
.resident in England and holding shares in Indian companies 
realised their profits due to general appreciation in values and 
remitted them to England. Companies operating in India but 
domiciled in England, similarly remitted their profits through 
the Banks and they were estimated at about 7H orores. To 
this may be added credits in foreign countries due to India or 
the amounts of the post-poned remittances of the values of some 
1 Indian exports; and the tale of the liquidation of the trade 
balance is oompleted. These credits in foreign countries have 
been recently large and the account we have given above of 
-the balance of trade for 1916-17 more or less covers tho position 
J in the succeeding years. 1 


1 “.it is a reasonable inference that, as was surmised in my 

report for 1917-18, private remittances have not, in recent years, served to 
the same extent as under normal conditions, to finance the excess of exports 
over imports and that there is a substantial balance in India’s favour which 
has still to be liquidated.”.—Report of the Currency Depai-tment for 1918-19 
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17-9. The Balance Sheet :—We present in the follow¬ 
ing pages a balance sheet of the foreign trade of India, oast in 
two different ways but bringing out the same salient features 
of the country’s export and import trade. The statements, ot 
course t refer to the 44 visible” items of trade; and to arrive at 
an accurate balance of indebtedness of India and the outside 
world, items of 44 invisible” imports and exports have to be 
added. It must be likewise noted that the imports and exports 
of Government stores are excluded from the statistics . in the 
two principal tables. The huge imports of silver during the 
year 1918-19 and 1919-20, for instance, find no place in the two 
balance sheets which follow. Government imports consist 
usually of arms, ammunition, apparel, telegraphic material 

railway plant, carriages, machinery and the pre^ous meta * 

and the exports of food grains, opium, coal &c. The sealings 
in these articles are not of the ordinary mercantile oh "aoter 
and do not give rise to trade bills, being financed with the 
treasury and currency machinery of Government. They are f 
therefore, excluded from the usual balance of trade but uius 
be taken into calculation if a satisfactory balance sheet is to 
be cast. The table below will show how the trade balance is 
affected by the inclusion of the stores, and may be compared 
with the corresponding figures for the year 1920-21 given m the 
two statements that follow it. 


Balance of Trade for 1920-21. 

(Including Government stores ) 


Private Merchandise 

Govt. Stores 

Imports 
Lakhs of Es. 
3,35,60 
11,54 

Exports 
Lakhs of lis. 
2,56,34 
8,59 

Total Merchandise ... 3,47,14 

2,65,93 

Treasure ... [ Gold ... }%’~n 

Private ... {Silver ... X0.7J 

... (Gold ... 11,06 

Government {Silver ... 29 

(Gold ... 23,57 

Total Treasure ... jSilvor ^ U.02 

21,39 

4,41 

7 

30 

21,46 

4,71 

26,17 


Total ... 3,81,73 

2,92,10 


Net exports of Merchandise ... - 81,21 

Net imports of Treasure 


Excess of exports (Net import) 


- 89,63 
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(In thousand. 



Average of 


1893-94 

1898-99 

1903-04 

1 Exports of Merchandise-ex¬ 
cluding Government Stores. 

69,940 

71,633 

83,013 

2 Imports of Merchandise ex¬ 
cluding Government Stores.. 

45,167 

46,527 

52,286 

3 Net Exports 

24,773 

25,106 

.. .. J 

30,727 

4 Imports of treasure and 
funds (Private account) ... 

24,413 

23,953 

29,341 

Net Imports of gold 

1,400 

1,500 

6,367 

Silver 

8,140 

4,167 

3,413 

Net Imports of treasure 

9,540 

5,667 

9,780 

Enfacod rupee paper (net im¬ 
ports 

... 

353 

587 

Enfaced rupee paper (not ex¬ 
ports 

327 


... 

Interest on cnfaced rupee paper 

660 

553 

467 

Council drafts paid in India 
through Treasury- 

14,540 

17,380 

17,627 

Gold Standard Reserve ... 

.... 

... 

880 

Currency 

... 

... 

... 

T. T.s issued by the Bank of 
Montreal and paid in India*. 


... 

i 

Funds supplied by Government 
to finance wheat pITrchases... 

at • 

... 

... 

Reverse drafts paid in London. 

... 

... 

... 

Net 

14,540 

17,380 

18,507 

Balance of Trade in favour of 
India 

360 

1,153 

1,386 

Balance of Trade against In¬ 
dia 

It* 

as# 

... 
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-£ £ sterling. ) 


.5 years ending 

1919-20 

1920-21 

1908-09 

, 

1913-14 

1918-19 

110,206 

149,411 

149,427 

326,793 

256,347 

74,567 

97,232 

98,535 

200,801 

335,603 

35,639 

52,179 

50,892 

125,992 

79 256 

36,827 

| 52,461 

27,294 

50,671 

29,222 

8,589 

19,242 

5,205 

10,970 

8,881 

5,905 

4,806 

1,992 

148 

7,417 

13,994 

24,048 

7,197 

10,822 

1,464 

360 

581 

255 

1,344 

562 

373 

297 

199 

• •• 

276 

228 

22,207 

24,294 

9,942 

34,548 


1,233 

2,168 

2,761 

... 

... 

267 

1,107 

10,037 

! 2 

... 

... 

... 

... 

2,256 


... 

... 

567 

... 

... 

1,607 

n 

3,064 

75,577 

28,64S 

22,100 

27,538 

19,643 

18,229 

28,548 

... 

• •• 

23,598 

95,321 

... 

1,188 

285 

... 

... 

50,034 


48 










378 


INDIAN ECONOMICS. 


( In lakhs of 


Ye**r. 

Gross Exports 
private Mer¬ 
chandise. 

[ Gross Imports 
of private Mer¬ 
chandise. 

Net Exports of 
private Mer¬ 
chandise. 

Imports 

Council bills. 


a) 

(2) 

(3) 

(4) 

11)10-11 

2,09,88 

1,29,35 

80,53 

39,43 

1911-12 

2,27,84 

1.38,57 

89,27 

40,17 

1912-13 

2,46,09 

1,61,00 

85,09 

38,83 j 

1913-14 

2,48,88 

1,83,25 

65,63 

46,60 

1914-15 

1,81,59 

1,37,93 

43,66 

-2.27 

(a) 

Average for 




5 years. 

2,22,86 

1,50,02 

72,84 

32,55 

(a) 

23,71 

1915-16 

1,97,38 

1,31,99 

65,39 

1916-17 

2,45,15 

1,49,62 | 

95,53 

47,07 

1917-18 

2,42,56 

1,50,42 

92,14 

50,72 

00 

1918-19 

2,53,85 

1,69,03 

84,82 

23,83 

(a) 

18,23 

1919-20 

3,26,79 

2,05,39 

1,21,40 

Average for 





5 years. 

2,53,15 

1,61,29 

91,86 

32,71 

(a) 

- 28,55 

1920-21 

2,56,33 

3,35,51 

; 

j - 79,15 



1914-15 

1915-16 

1918-19 

1919-20 

1920-21 

(a) Council L bills and 

transfers 

10,79 

31,05 

30,91 

35,55 


Sterling drafts on 

London 

13,06 

7,34 

7,08 

18,58 

28,55 

T. T.s issued by the 

Bank of Montreal.*. 




2,26 



-2,27 

23,71 

23,83 

18,23 

-28,55 
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Bujees )• 


of Funds and Treasure. 

Balance Net' 
export 
transactions 
+Net im¬ 
port trans¬ 
actions— 

Gold 

sovereigns 

(Net). 

Gold bullion 
(Net). 

Silver bullion! 

and coin 
| (Net). 

Government 

securities 

(Net). 

Total 4 to 8. 

(5) 

(6) 

(7) 

(8) ' 

(9) 

(10) 

12,24 

11,74 

8,61 

2,43 

74,45 

+ 6,03 

*7,31 j 

10,42 

5,29 

1,06 

84,82 

+4,99 

26,43 j 

11,15 

6,57 

53 

83,51 

+ 1,58 

11,34 

11,98 

6,24 

1,12 

77,28 

-11,65 

1,65 

6,80 

i 

10,01 

35 

16,54 

+ 27,12 

15,80 

10,42 

7,33 

1,10 

67,20 

+ 5,64 

i 

32 

4,58 

5,58 

90 

35,09 

+ 30,30 

1,77 

2,43 

2,16 

52 

49,63 

+ 4o,90 

6,42 

15,04 

1,46 

83 

74,47 

+ 17,67 


2 

6 

- 70 

23,21 

+ 61,61 

31 

10,66 

-15 

1,34 

30,39 

+ 91,01 

1,76 

1 

j 6,54 

96 

58 

45,55 

+ 49,31 

2,26 

j -11,14 

i 

6,32 

56 

- 30,55 

-48,60 
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175. Adjust meat of Trade Balance The above two 
tables will give a sufficiently olear idea of the way in which 
the national debits and credits are balanced. During the five 
years preceding the outbreak of the War, the excess of exports 
over imports of private merchandise was, on an average, 
Rs. 78*27 orores. This amount was due to India in payment 
for her exports, and it was paid partly by exports of gold and 
silver to this oountry, and the balance was diverted by the 
Secretary of State for India by means of the sale of Council 
bills which were paid by the Government of India in this coun¬ 
try. The proceeds of these sales were used to meet the 'home 
charges/ to buy silver for the coinage of rupees in India, for 
the repayment of debt and for capital expenditure. 1 2 

It must be borne in mind that the balance of trade is never 
settled within any period of twelve months like that of the 
official year, which is made the basis of our calculations, but 
if longer perio ds ji re, tftkjn», the adjustment is seen to hay© 
In the case of India, 'besides the 30 croresthat 
ajra axmuikllyjre^ to England on account of 1 home oharg$&L 
a large amount, variously calculated, goes out of the country 
in payment of profits of companies and earnings of individuals. 
Taking the in this country^Jn a 

variety of industrial and commercial enterprises at 
orores, we may safely assume that the.jnterast and profit on 
this amoun t cannot annually be less than Rs. 40 crore^s. If 
the excess of exports over imports is not equivalent to those 
40 crores plus the 30 crores of the home charges, as one would 


1 “The annual exports from India are generally in excess of-her imports 
and an adjustment of the value of the net exports is effected partly by re¬ 
mittances through Government, partly by actual shipment of coin and bullion 
and partly in other ways. The remittances through Government are effected 
by means of the Council bills and the telegraphic transfers sold by the 
Secretary of State, which are promises by Government to pay on demand, at 
the treasuries in Calcutta, Madras and Bombay, the amounts specified in the 
bills. The bills thus serve the double purpose of placing th«\ Secretary of 
State in funds to meet bis outgoings in London, and of enabling trade to 
make a remittance of fund* in the opposite direction from London to India.’* 
—Report of the Currency Department for 1913-14. 

2 See II. F. Howard : India and the Gold Standard page 95. 
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expect, it must be assumed that a part of the above interest 
and profit is spent in this country and remains to be invested' 
in the expansion of the trade and industry of India. 

Normally the debits and credits of India are thus annually 
/equalized through the imports of bullion and the Government’s 
1 supply of funds, a portion of the profits of companies &o., being 
i retained for investment as oapital instead of appearing as net 
i export s. But when the latter sought an outlet for investment 
j in England during the past six years, the equilibrium was upset 
f and the balanoe turned in favour of India. The following table 
makes this position clear 

Rb. (lakhs). 



Excess of Net 
Exports of 
Merchandise 
over Net Im¬ 
ports. 

Remittances 
to India 
through 
Government. 

Private Net 
Imports of 
Treasure. 

Balance in 
favour of 
India. 

I 

Average of 5 
yours ending 

1913-14 ... 

: 

[ 

| 78-25 

41-20 

I 

36-0 


year 

1914-15 ... 

j 43-66 

-1-52 

18-46 

24-72 

1915-16 ... 

j 65-89 

24-76 

10-48 

30-15 

1916-17 ... 

! 95-53 

59-05 

2-04 

34-45 

1917-18 ... 

1 92-14 

| 

81-75 

4-55* 

5-84 

1918-19 ... 

j 84-85 

58-05 ' 

•79 

25-98 


. 1 17G. Council Bills 'The Secretary of State for India 
can conveniently draw funds from this country by selling hia 
drafts, and (exchange banks buy those drafts to procure money 
in India frdtn the publio treasuries to finance exports. With 
funds thus obtained, these banks purchase bills of exchange- 
drawn on foreign importers of Indian produce and recover their 
money in England, which is once more used to buy Council 
drafts. The rate for the Telegraphio Transfers is, of course, a - 
little higher than that for bills and the advantage of the Tele* 
graphio Transfer is that money is immediately available to 
buyers in India. The rate of exchange depends upon the- 
' demand for Council drafts which is regulated by the course of 
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Indian exports. If these are heavy, the exchange rises, though 
It must be below the gold point. But when owing to famine or 
other causes, I gdian exports fall off, there is no demand for 
Councils, and there Is a demand for remittance in the opposite 
direction. I mporters of foreign goods into India, «*nnnt obtain 
bills on London ancl as the Indian currency consists mainly of 
silver, Govarnmentia called nnoalo -supply, gol d.for remitta nce 
imposes as they have to discharge the obligation of supporting 
exchange. Govemment-ihere fore, sells dra fts on Londo n or 
'* I &gyeififl Councils* , as they are called, and the Secretary of 
State meets them from the funds that are at his disposal, the 
■treasury balances or the Currency Reserve or the Gold Stan¬ 
dard Reserve, as may be convenient. 

Experience gained in 1908-09 and in the years of the War, 
showed how an adverse balance of trade could be met by the 
release of gold in India and more particularly by the sale of 
-sterling drafts. In the course of the years 1916-17 and 1917-18, 
the balances of the Government of India were so depleted by 
the disbursements they made in this oountry on behalf of His 
Majesty’s Government that the Secretary of State had to res¬ 
trict his sale of Counoil bills. Funds could not then be brought 
out to India and gold from the Currency Reserve had to be re¬ 
leased to meet the demand for currency which was not satisfi¬ 
ed with the extraordinarily large issues of rupees and notes 
which had been made. The history of the exchange transac¬ 
tions of 1908-09 and of the years of War is, therefore, very ins¬ 
tructive. 

Towards the' dose of 1907, owing to a financial crisis in 
■ America and a failure of rains in this oountry, the world’s 
| money market became tight and the Secretary of State could 
j find no buyers for his Counoil drafts except at abnormally low 
j rates. On the 6th November, tenders dropped to 1 s. 3ffd. and 
)-the exohange steadily went down to 1 s. 3 d. These quotations 
j were below the point at whioh it becomes profitable to export 
gold bullion or sovereigns from India. Government hesitated 
as to the course of action to be taken and at first released 
Amall quantities of gold in exohange for rupees; but as the 
•stock of gold was limited, they had to sell sterling drafts to 
4he extent of £ 8 millions till the crisis was over and exohange 
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again became normal. A similar procedure had to be followed 
in 1914-15, in 1915-16 and in later years when also reverse 
councils were sold in India in large quantities and for many 
rweeks. 

(The way in which remittances were made to the Secretary 
of State in 1916-17,ythrows an interesting light, as we have 
shown above, upon tne system of ezohange and financial opera¬ 
tions of the Government of India. /^iiat Government had to 
spend large sums in this country on' behalf of His Majesty’s 
Government who repaid those amounts to the Secretary of State 
in London.^ This was tantamount to the drawing of funds by 
the latter by means of Council drafts. But the difficulty was that 
the demands of trade threatened to remain unsatisfied and gold, 
feeing scaroe, could not be shipped to India as might ordinarily 
lhave been done. The needs of War were paramount and gold in 
OLondon had to be conserved. Council drafts beyond the budget 
calculations had, therefore, to be sold and met in this country 
from increased suppl ies of notes and of rupees, It was estimat¬ 
ed at the beginning oTtKe ye'air that out of the £ million 
required by the Secretary of State, £ 18'6 million would be paid 
in London by His Majesty’s Government and Council bills 
would be drawn upon the Indian Government to the extent 
only of £ 3'9 million. The recoverable war expenditure, how¬ 
ever, rose to £ 38j-£ million and an acute trade demand was met 
in London by the sale of Council Bills to the extent of £ 
m illion. The total a mount thus tra nsfe rred to London went up ... 
to £ 71^ million. The two-fold strain of increasing war outlay, 
in India, coinciding with a strong trade demand for remittance 
to India, was met in three ways : (1) large Imperial and Pro- : 
vinoial surpluses enabled Government to supply £ 33 million ; 
from treasury balances ; (2) the equivalent of £ 191 million new j 
rupee ourrency was made possible by the purchase of silver ini 
England; and (3) £ 19 millions were withdrawn from the/ 
'Currency Reserve and were invested in TCngland. 

Of the £ 71J^ million thus received by him, the Secretary 
of State was to use £ 21'7 million for his ordinary expenditure* 
£ 16’2 million was spent on the purchase of silver and £ 19 
million was invested in the Paper Currenoy Reserve. £ 4*3 
million, mainly the profit on rupee ooinage, was invested on 
feehalf of the Gold Standard Reserve and the balance left, waa 
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devoted to the discharge of debt. These operations may b» 
exhibited in tabular form thus :— 

Government of India m Secretary of State for India. 


Million £. 

Million £. 

Treasury Balances ... 

33 

Ordinary Home Charges.., 21*7 

Rupee Coinage ... 

m 

Purchase of Silver ... 16*2 

Paper Currency Reserve 

19 

Investment in Paper Cur¬ 
rency Reserve ... 19 

Total ... 

71i 

Investment in Gold Stand¬ 
ard Reserve ... 4*3 

Repayment of Debt ... 10*3 

Total see 71*5 


177. Remittance Liabilities The Government of 
India was hard put to it to devise means to supply money in 
this country to defray war expenditure on behalf of His 
Majesty’s Government and to meet the Councils sold by the' 
Secretary of State for the convenience of trade. These liabi¬ 
lities of the Indian Government reaohed £ 111 million in- 
1917-18, and of this amount, £ 66 million represented outlay 
on behalf of the Imperial Government. The corresponding 
figures for 1918-19 were £ 141‘3 and £ 727. The huge demand 
was met by provision of money out of the proceeds of the war 
loan and of treasury bills, out of surplus revenue and fresh 
^coinage of rupees and by investment of a part of the paper 
Currency reserve in London. ^While on the one side, the 
Government in this country experienced great difficulty in 
providing funds for defraying war expenditure on behalf of the 
Imperial Government, on the other side, the Secretary of Stated 
treasury was flooded with money recovered from His Majesty’s 
Government and obtained from the sale’of counoil drafts?! Out 
of the funds thus coming into his hands, the Secretary DTStatc 
made Investments on behalf of the Paper Currency Reserve 
and paid a part in lieu of India’s war contribution of £ 10* 
million. The war gift was insignificant when compared t< 
England’s expenditure; but for India, it was large enough 
and it helped England in setting off its liabilities to thi 
country at critical moments, A special reserve of £ 2 
million was like-wise set apart, to be drawn _ upon for capitf 
outlay in the future. 
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The effect of the large remittances to England has been the 
transference of Indian funds on a large scale to that country. 
Such transference took plaoe regularly before the war. But 
the expansion of our paper and rupee currency and the growth 
of the gold standard reserve fund have facilitated the remit- 
tance of funds to England and their investment there on an un¬ 
precedented soale.) jrbe total amount of the investment of 
Indian funds in England owing to war conditions, exceeded 
Bs. 150 croresT] India has thus materially assisted the Im¬ 
perial Government by lending it funds and by relieving its 
liabilities in connection with war expenditure in this country. 
^Instead of ear-marking gold in the Bank of England for the 
Ohrrenoy Reserve against the issue of notes on this side. Gov¬ 
ernment took power to hold a portion of the Reserve in British 
Treasury Bills!] The Government of India thus provided from 
their Indian resources, the funds necessary to meet the expen¬ 
diture of the Imperial Government in India and took repay¬ 
ment of a substantial portion of the amount so disbursed in the 
form of securities of the Home Government. India thus lent to 
the British Government funds required for outlay here as the 
U. S. A. did for a similar purpose in America.' 

178. Regulation of Council Drawings Usually the 
Secretary of State sells a larger fl iyinuT.* r,f council dra.ftg than 
are necessary to yield him the funds that are required to mee t 
the * home charges ’. He draws up to the utmost™limit of the 
cash balancesTn this country and also from the Paper Currenoy 
and Gold Standard Reserves. It is contended that requirements 
of trade have got to be met and the demand for Council drafts 
must be satisfied to the full limit. Tjf this is not done and the 
sale of Council bills was restricted to the amount of home 
charges, sovereigns would have to be imported into India only 
to be shipped back for the purchase of silver. The Secretary of 
State, therefore, sold freely and accumulated large amounts of 
Indian gold in London!^ These funds were partly invested in 
securities or lent for short periods to banks and were partly 
used for repayment of debt. This policy of drawing away 


1 See Sir William Meyer’s speech in introducing the Financial State¬ 
ment for 1918-19. 

49 
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Indian gold beyond the requirements of the home charges, 
was strongly criticised in the press .here and in England. 1 

The India Office met these charges by pleading oertain ex¬ 
ceptional circumstances as the cause of the accumulation of 
large balances in London and by defending its system of the 
sale of bills on the ground of convenience and eoonomy. The 
Chamberlain Commission held on this point that though “the 
j India Office perhaps sold Council Drafts unnecessarily at very 
(low rates on occasions when the London balance was in no 
| need of replenishment,” it could not reoommend any restriction 
1 of “the absolute discretion of the Secretary of State as to the 
' am o unts o f , d raft fr- - * ol A. . .o x ^JLhjB,Ji , a t tA..at'..w , hich-th«y--ftre- sold, 

! Jicayidfd that jt jg^ithjn tjhejgold point?.” The Commission, 
however, distinctly stated that general public interests ought 
not to be subordinated to the demands of trade. 


/ It is necessary to point out here that India’s funds, its re¬ 
venues, reserves and treasury balanoes, whioh are located partly 
i in this country and partly in London, constitute one national 
fund, and two distinct accounts viz. the revenue account and the 
capital account are kept, the first dealing with the current in¬ 
come and expenditure of Government and the second with oapital 
i transactions. The opening balance which the Secretary of State 
| and the Government of India must have at the beginning of the 
year is estimated at 6 crores of rupees in London and 18 crores 
iin India. All funds, from whatever source they oome, go into 


1 “ An Indian correspondent ” wrote in the London Times in November, 
1912 as follows :— 

“ It means that many millions sterling of Indian money have been 
improperly withdrawn from India. They represent : sums extracted from the 
taxpayer in excess of the requirements of the State ; capital withdrawn from 
India for use in London and there used, not in pursuit of Indian interests 
but for the convenience ;of joint stock banks trading on inadequate gold 
reserves...There is therefore no justification for the sale of a single bill by 
the Secretary of State beyond the actual amount which he needs to discharge 
his obligations in London. But these excessive sales of bills are a con¬ 
venience to the exchange banks which have to remit funds to India, and it is 
often cheaper for them to buy bills than move bullion. They also afford a 
means of obstructing the natural flow o* gold to India, and in this way allay 
the terrors of those joint stock banks who realise the inadequacy of the 
London gold reserves and are not averse to protecting them at the expense 
of the Indian taxpayer.” 
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(these balances, and payments are made out of them. An 
jestimate is formed early in the year as to the position of the 
balances, the amount that must be borrowed here and in London 
jfor financing the public works programme and the repayment of 
(temporary and permanent debt and the funds that the Secretary 
;of State may draw from India by the sale of Council drafts. 

! This estimate is rarely adhered to and ‘the ways and means* 

| programme is modified in the course of the year, larger sums 
ibeing drawn from India than those estimated. Thus during 
Ithe five years 1901-06, about 50 crores of rupees were drawn 
! in excess of the budget provision, and 63 crores was the excess 
Iduring the four years 1909-10 to 1912-13. (There was a deficit 
Sof about 10 crores in 1907-08 and 1908-09 owing to failure of the 
monsoon and a monetary crisis in America.) During war 
time, conditions in this respect, were abnormal and it was 
impossible to forecast them with any pretence to frame even 
^approximate estimates. 

178. Rate of Council Drafts :—The actual distribution 
of Council drawings over the twelve months of the year, is re¬ 
gulated according to the course of the Indian trade which is of 
a seasonal character-pi demand for drafts on this country arises 
jwhen remittances have to be made in payment of its commercial 
jcrops. The months of brisk export trade constitute the ‘busy 
Reason’, the remaining part of the year bang the slack season.' 
Council drafts can,'of course, be sold on advantageous terms 
during the busy season, but monsoon conditions and the course 
of export trade, can not be anticipated, and the Secretary of 
State sells his drafts in both the seasons, as he wants funds to 
meet various obligations during the first as well as the second 
half of the financial year. The gold value of the rupee being 
fixed by law and the Secretary of State for India having bills' - 


1 “ The Indian year, as is well known, is divided broadly into two 
'seasons : the busy season, extending roughly from the 1st October to the end 
of March, and the dull season, extending from about the beginning of April 
to about the end of September. Thus the financial year begins with the dull 
reason, during which the demand for the Secretary of State's bills as a means 
of remittance of funds by the public from London to India is les9 strong 1 
’lhan during the autumn and winter.”—Chamberlain Commission’s Report, 
-Appendix VII, 
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of exchange worth crores to offer annually to draw funds to> 
London, he is in a position to fix the rate of the Indian ex¬ 
change, of course, within the obvious limits. And when 
exchange was at 16 d. he would offer to sell rupees to any 
amount at 16*d., the rate being lower when the demand for 
remittance was slack. The proceeds of the council bills sold 
are devoted to (1) current outgoings, (2) transfer to Currency 
and Gold Standard Reserves; if bills have been met in India^ 
■ out of these reserves, (3) repayment of debt, temporary andb 
permanent, and (4) avoidance of debt. 

We are not directly concerned here with Government 
balances and borrowing operations- It will be sufficient to re¬ 
mark that/Tor the capital programme of each year, loans are 
floated in itTndon and in India, and the larger the amount the 
Secretary of State can draw, the smaller will be his borrowings 
in the London markefTIHow the drawings by means of Council 
drafts are distributed-tfver the year in a normal year and may 
be disturbed in an abnormal year when ‘reverse councils’ have 
to be sold in India, will be clear from the following tables:— 

In lakhs of rupees 


April 

• • » 

1912-13 

2,72 

1913-14 

3,92 

1916-17 

1,80 

May 

lit 

2,83 

83 

2,95 

Juno 

• •• 

2,09 

1,50 

1,39 

July 

... 

2,82 

1,31 

1,20 

August 

... 

2,01 

1,70 

1,54 

September 


2,22 

4,09 

1,49 

October 


3,53 

6,12 

4,14 

November ... 


3,20 

4,11 

10,59 

Decembei 


4,81 

5,90 

8,45 

January 


5,37 

6.80 

5,91 

February 


4,41 

4,91 

4,67 

March 

... 

2,49 

3,41 

4,88 



38,50 

46,60 

49,04 
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Drafts gold in 1916-16 and in 1918-19 . 



Sterling transfers on 
London (in thousands 
of pounds.) 


Council bills and tele¬ 
graphic transfers Tin 
lakhs of rupees.) 


1915-16 


1918-19 


1915-16 


1918-19 


April 

May 

June 

July 

August 

September 

October 

November 

December 

January 

February 



The financial year 1915-16 opend with a weak exohange 
and email quantities of bills were sold in the first two months. 
In the next three months the sale practioally ceased and ster¬ 
ling transfers had to be sold on London. In April, tenders had 
been accepted by the Secretary of State at Is. 3|«d. for bills and 
the rate in May fluctuated between Is. 31®d. and Is. 4uVd. The 
exchange steadily rose to Is. 3§jd. towards the dose of August 
and to Is. 4*d. in December. Sterling drafts were sold by the 
Government of India at Is. 31£d. per rupee. In the year 1916-17 
the exchange ruled high. In 1918-19, there was a good demand 
for councils during the first seven months of the official year, 
but from November onwards a demand for drafts in the opposite 
direction was steadily maintained. As we have already ex¬ 
plained, the Government of India had to spend a very large 
amount for His Majesty’s Government who repaid the amount 
in London to the Secretary of State. It was difficult, with the 
depleted treasury balances in India, to meet Council drafts for 
which demand was exceptionally heavy. As a result, exohange 
went up, those desiring to make remittances to this country 
having to pay more pence than usual while a rupee paid down, 
in India oould buy a larger amount of pence in London. 
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180. Government and Exchange We have shown 
above how exchange between two countries is depressed, and 
indicated what part the India Office plays in regulating the 
Indian Tho p£ fr>™ipn_e»ehaege ™ 

the relation the standard ooin of A CQimtrv_heaj^tojr ards thos e 
of other s. In countries where gold is adopted as the measure 
of value for exchange with other countries and the internal 
demand for currency is met by silver tokens or paper, the rela¬ 
tion of the national currency with gold is fixed by Government 
and is maintained by means of the regulation of the supply. 
The experiment of such a system of a gold exchange standard 
having proved successful in India, it has been adopted in 
Mexico, the Straits, Philipines and Porto Rico. 

Under the ordinary system of exchange the rate fluctuates 
between the ‘gold points’ and is regulated by the relation bet¬ 
ween the demand for and the supply of bills of exchange or the 
import and export of commodities. The whole business is 
managed by banking houses and the Government has little to 
do with it. In countries where the gold exchange standard 
prevails, it is otherwise. There the Government is bound to 
maintain the artificial rate of exchange it has fixed between 
gold and the token currenoy. The duty of a state is to give 
to the people suitable media of exchange of guaranteed weight 
and fineness and then to leave prices and exchange rates to 
be determined by the operation of the normal economic forces. 
The intervention of the state is called for and justified only 
in exceptional ciroumstanoes and the great war provided 
numerous instances of such interference in all countries, ftn. 
India, however, management by the state is normal and non¬ 
interference is exceptional. A system of exchange is not bad 
simply because it is state ‘ managecT7 It is the nature of the 
management and its effeots upon the trade, industries and the 
economic condition of the people that make all the difference. 

The Government undertakes, under the soheme of 
managed exohange and currency, to supply currency at 
both ends and thus to maintain the parity of gold and the 
tokens. It maintains exchange funds inside and outside the 
country and sells drafts both ways as necessity requires. 
The foreign importer of Indian goods will prefer counoil 
drafts to gold remittance beoause the former are oheaper. 
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The Indian exporter is able to negotiate his bill at a trifle 
less than the fixed rate of exchange and the Indian importer 
lot foreign goods buys the sterling drafts by paying a little 
more than that rate. As normally India has a favorable balance 
lof trade, little difficulty is experienced in maintaining the legal 
■rate of exohange. 

181. Abnormal Rise in Exchange The exchange 
standard is, however, threatened when Government is not in a 
position to maintain the artificial value of token coins in 
times of trade depression or financial crises. The difficulties 
experienced by the Indian Government in 1907a fl8-and on the 
outbreak of the War, have been already described. Hanger 
m ay assail the exchange system at either end. On acoount of 
a large excess of Indian exports over imports, the demand 
for the Indian currency rises, the exchange rate goes up and* 
owing to monetary stringency or inadequate Government 
balances to meet them, sufficient quantities of council drafts 
<Jannot be sold. Or, owing to a diminution in exports, importers 
not get an adequate quantity of sterling drafts and exchange 
falls, the rupee being able to purchase a smaller number of 
j] pence. 


In the second case, rupees seek gold but do not get it at aj 
reasonable price and Government, which is bound to maintain! 
the legal rate of exchange, sells drafts on London for rupees! 
offered to it. [The first case is not comparatively so inoonveni-l 
ent as under ^Government has only to coin fresh rupees or/ 
issue currency notes. But there is another contingency whicn 
was little contemplatecl in the discussions of the Indian 
currency system which^were carried on for two generations. 
(The problem to be faced was all along the continuous fail in 
TEe mice of silver and the consequent continuous decline in the 
gold value of the rupe&7 And few dreamt that a time would 
come when the value of the silver contents of the token rupee 
would go above its face or legal value. 

|But the unexpected did at last happen. In 1916-17, there 
was an abnormally large balance of trade in favour of Indit^ 
the sellers of sterling exohange greatly outnumbered the 
buyers, and as there was little import of gold to fill up the 
gap, the former had to accept any price in rupees that was 
offered for their bills. The supply of export bills, that is, of 
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/sterling, being larger than the demand, they fetohed a smaller 
price in rupees, which is the same thing as saying that the 
rupee came to be worth more or equivalent to more than 16 d. 
Or, to put it in another way, .the remitters of funds to India 
for the excess exports of this oountry, did not find a sufficient 
number of sellers of rupee bills and had to pay more for eaoh 
rupee they wanted to lay down in India. And thus the ex- 
, c hange v alufl. QjE.tha runafl.xaae. In January 1917, the exohange 
rose to heights that had never been reached sinoe the sterling 
{value of the rupee was fixed. An attempt was made by the ex* 
change banks to arrive at an agreement not to sell telegraphic 
transfers on London above 1 s. 4 d., but it failed and exchange 
transactions are reported to have been put through at as high 
a rate as lp. 6d. 

The soaring exchange was brought down to 1 s. 4 d. by the 
.intervention of the Secretary of State who induoed the London 
'offioes of the Exchange Banks to fix their Indian branohes to a 
rate of 1 s. 4d. for T. T s on London. Whatever resources were 
j available in India, had to be first devoted to the financing of 
exports of Imperial importance In view of the prosecution of 
I the war. The Exchange Banks promised to give prominence to 
such exports and loyally carried out their undertaking. They 
were, of course reimbursed for their losses due to their over¬ 
bought position by the Indian Government who allowed; them 
, to bring back funds to this oountry at rates at which they 
I had been taken out. Council drafts were sold during 1917 only 
to the chief Exohange Banks and a few firms of special 
! eminence on the Approved List who agreed to sell drafts at 
prescribed rates. The refusal of the Banks to buy bills without 
'full cover* caused great inconvenience to export merchants 
but the need of financing exorts of urgent national importance 
'was paramount and other interests were subordinate. 

1 When banks puvchase export bills, they hove temporarily to part with 
their funds and in times of monetary stringency, they ave unwilling to dis¬ 
count these bills unless they are supplied with the means to make up then- 
depleted resources. These means arc the offers of rupees made by importers 
and others who want to make remittances abroad, and the sales by banks to 
them of the sterling drafts > their purchases of export bills. Merchants 

who dealt both in import and export business, could readily provide ‘ cover * 
required by banks while those who only exported, were at a serious dis¬ 
advantage in not being able to sell their bills to them for a lack of ‘cover.’ 
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In the crisis of 1907 when our ourrenoy system was subject¬ 
ed to a severe trial, the country suffered from a low exchange,, 
and sterling drafts on London were sold as had to be done again 
~in 1915 and oooasionally in later years. But now the BTohantza j 
soared high and the large quantities of rupees and notes sup-) 
plied in 1917 were not adequate to the demand. In the one\ 
case it was plethora of Indian currency, and in the other,! 
insufficiency of it, which upset the exohange organization. We 
have shown on a previous page how heavy has been the outlay 
of money which the Oovernment of India has had to undertake 
on behalf of the Imperial Government. TheTndian Govern¬ 
ment did its level best to satisfy the demand for currency by 
issuing notes and coining fresh rupees. Ojying in the ces sation 
of goldJmpiarts, the.strain.fell nn-silver whioh waa at - the time 
in universal demand for coinage purposes. The Secretary of 
State made no arrangemeritwith the" Imperial Government to 
liquidate its debt to India and India’s War gift to Britain 
afforded only partial relief. The gross circulation of notes 
which was 60'26 orores in January, 1915, 62'42 crores in 
January, 1916, and 84‘36 crores in January, 1917, rose to 108 
crores in the September of the last year. It shot up to 
JL53 croses in March, 1919 and to 174 crores in March, 1920, 
decreasing by about crores on the same date in the succeed¬ 
in g year. The net coinage of rupees amounted to 10'14 
■tfUPfts 13:5. lakhs in 1914-15, minus 2’07 lakhs 

ifl"1915-itf,’to29'38 crores in 1916-17, to 2264 orores in 1917-18 
^nd to 51'53 crores in 1918-19. The exchange could, however, 
be maintained at 16d. only so long as sufficient metallic 
currency could be supplied partly even to take the place of gold 
^mports whioh had practically ceased, but not further. 

1 182. Dear Silver and Exchange :—But to add to 

these difficulties, the price of silver went up to an unexpected 
height. 1 The rise was at first small and slow, but later on. 


1 The highest and the lowest pviees of standard silver per ounce in 
London were as follows :— 


Year. 

Price in Pence. 

Year. 

Price in Pence. 

1914 

1915 

1916 Jan. 

1916 Dec. 

1917 Jnne ... 
1917 Aug. ... 

Highest. 

27£ 

27i 

gA 

37 

39 1 
| 46 

Lowest. 
22i 
22 r % 
25f| 

35|| 

38 

40i 

1918 April ... 

1918 Deo. ... 

1919 May ... 
1919 Aug. ... 
1919 Sept. ... 
1919 Oct. ... 

Highest. 

49* 

m 

58 

61f 

64 

66* 

Lowest. 

48A 

4®r 9 ff 

554 

69 

62* 


50 
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owing to heavy demand every where, particularly in China an<$ 
India, it became rapid and steep. ^Before the war, the price of 
silver was about 24d. an oz; in February, 1920, it rose to 89d. 
per ounce rj The white metal which was so long neglected and 
contemptuously treated, had its revenge.^ilver was in demand 
everywhere for currency purposes. Eaoh nation conserved its- 
gold and multiplied paper ourrenoy. The daily expenditure of 
millions for the conduct of the war oaused a tremendous 
expansion of currency and silver had its turn. The metallic 
value of the rupee now exceeded its nominal value and the 
Government had to issue ordinances against the melting of the 
coins and the export of silver. It also prohibited the private 
import of silver and aoquired the imports of gold at stated* 
prices based on the sterling exchange value of the rupee* The 
Secretary of State reduced the amount of the Council drafts to 
80 and to 60 lakhs and even to 30 lakhs per week in view of 
the monetary stringency in India. 

> - The advance in the price of silver necessitated alteration 

in the rate at which the Secretary of State used to sell rupees, 
viz., the Indian exchange. Owing to the high price of silver, 
the rupee was no longer a token : its intrinsic value was higher 
than its face value. Instead of yielding a profit, the issue of 
rupeescaused a loss, if the Councils were sold at the- old fixed 
rate. |The question here arose, whether Government was not 
expected, under its exchange standard system, to maintain the 
rupee at the 16d. level and to make up the loss by drawing 
upon the Gold Reserve. The fund built up out of the profits of 
rupee coinage and expressly set aside for the maintenance of 
exchange, it was contended, was the source from which the 
loss should be made good. 

The Finance Membe r met this contention with the plea, 
that the Gold Reserve wa3 never intended to serve the purpose 
for which it was proposed it should be used, that charging the 
loss oaused by the high price of silver to that Reserve would 
entail indefinite responsibilities and liabilities and that what¬ 
ever burden exporters had to bear was counter-balan aad^y the 
advance^ prlnng of Indian produce. He defended theSeCtfe^., 
of State’s action in enhancing the rate of exchange to 17d. oS*< 
the ground that he oould not sell his drafts at a price which 
meant a loss of about one penny for every rupee that vas 
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^supplie d. 1 2 It was a step most reluctantly taken, he said, but,- 
ail things considered, it was inevitable and perfectly reason¬ 
able. 3 

The disturbance oaused by the titanic war, to trade and 
industries, affected the exchanges all the world over. The 
normal balance of trade in the case of some of the belligerent 
countries has been violently upset and England has not been 
able to maintain its exchange with the United States of America 
in spite of large borrowings in that country, jin view of the 
fluctuations and uncertainties of the exchanged of other coun¬ 
tries, the disturbance which the Indian exchange has suffered, 
must be regarded as a common lot shared by India with others ; 
and though there is no doubt that, on the whole, the financial 
and currency mechanism of India was skilfully handled, when 
it is remembered that the machinery was placed at the disposal 
of the Imperial Government for enabling it to prosecute the 
War with vigour, Government cannot be complimented on the 
way in which they altered permanently the old ratio between 
gold and the rupee and dealt with the imports of gold and the 
sale of reverse councils/Jlts defence of the Secretary of State’s 
policy, referred to above, was lame and laboured and amounted 
to a confession of failure. 

183* Course of Exchange :—■We need not repeat 
what we have stated earliar in this chapter with respect to 


1 Sir William Meyer 1 * speech introducing the Financial Statement 
for 1918-19. 

2 When the old relation between the rupee and sterling was broken, the 
value of the rupee followed the rise in the price of silver and the rate of 
exchange was put up by successive stages from 16- 1 * to 28 d. as shown in the 
following table :— 


Date of Introduction. 

3rd January, 1917 
28th August, 1917 
12th April, 1918 
13th May, 1919 
12th August, 1919 
15th September, 1919 
22nd November, 1919 
12th December, 1919 


Minimum rate for 
Immediate T. T.s. 
1 41/4 

1 5 
1 6 
1 8 
1 10 

2 0 

2 2 
2 4 
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the methods of expressing the rate of exohange. Here we give 
only typical illustrations of those methods which will also serve 
to demonstrate how the exchanges all the world over have been 
violently disturbed by the War. 

Foreign Rates of Exchange on London. 
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In studying the exohange tables, the methods of converting' 
international currencies into terms of one another, should be' 
oarefully marked. The mint pars of exchange and the wide 
departure therefrom of several rates deserve! to be noted. The- 
familiar ‘gold points* will be seen to have ceased to operate. 
The Indian oourse of exchange exhibits the varying : purohasing' 
power of the rupee; and the price of silver and the depreciation 
of sterling are important factors in it. Atypical Indian course^ 
of exchange will be as follows :— 

Indian Course of Exchange. 



March, 1918. 

June, 1920. 

July, 1922. 

Bank T. T. on London 

Is. 4#Jd. 

2s. 

1?. 3 T ®,d. 

Bank Demand Drafts 

Is. 5 Ij^d. 

2s. |d. 

Is. 3§Jd. 

on London 




Bank’s 3 months on 

Is. 5>|d. 

2s. 1 d. 

Is. {gd. 

London 



Bank Demand Drafts on 

192 francs 

480 francs 

340 francs 

Paris 

for 100 Rs. 

for 100 Rs. 

for 100 Rs 

Bank’s 3 months on Paris 198^ francs 

556 francs 

350 francs 

Bank’s D. D. on New York Rs. 297 for 

Rs. 310J 

Rs. 336 for 


100 $. 

for 100 $. 

100 $. 

60 Days’ sight, Japan 

Rs. 144£ for 

Rs. 116 for 

Rs. 159£ for 


100 yen 

100 yen 

100 yen 

D. D. on Hongkong 

Rs. 213 for 

Rs. 219i f or 

Rs. 202 for 


100 dollars 

100 dollars 

100 dollars 

D. D. on Sharghai 

Rs. 303 for 


Rs, 270 for 


100 taels 


1(0 dollars 


184. High Exchange : — The Government of India wep t 
on raising the rate of exchange, as we have seen, in response! 
to the rise in the price of silver and thus abandoned, for pur-1 
poses of foreign exchange, the old ratio between the rupee and 
the sovereign, while maintaining t h e legal re lation for internal^ 
purposes. jThis latter ratio was only nominal since the 
sovereign was at a premium and had disappeared from circula¬ 
tion, large quantities of it having gone to the melting pot) This 
policy was believed to be in consonance with the principle- 
underlying the gold exchange standard and was defended on 
the ground of the impracticability of the alternative courses^ 
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lit remained for 
(decide at what 


the Bahington 
rate exchange 


Smith ^ommifoee merely to 
should be stabilized, and it 
^ recommended 24d. (g old) as the most suitable rate. The rupee’ 
Iwas not linkecl to sterling as before on account of the deprecia¬ 
tion of the latter but sooner or later sterling and gold were 
^expected to attain the old parity of value. There was no no¬ 
velty in this linking of the rupee to gold ; and* in practice, it 
{would have to be measured in terms of sterling, depreciated or 
lotherwise. 

I The change from 16 d. to 24 d. as the gold value of the 
pupee, was necessary, in the opinion of the Committee, to 
/protect the rupee from the melting pot. At the new r^te, it will 
[be profitable to use the rupee as bullion rather than as a coin 
j only when t)ie price of silver exceeds 6 3 d. an ounce and it was 
\believej&jth^^ currencies of France 

and the U. S. A* are likewise threatened, 24 d. (gold) was a safe 
rate to adopt. [But 8 d. was a considerable rise in the exchange 
and the high rate was calculatsd to have a detrimental effect 
upon Indian producers and manufacturers. Though consumers 
and importers would benefit by the ratio of 1 sovereign : 10 Rs., 

I cultivators and others would lose because they would receiv^] 
for their commodities Rs. 10 instead of Rs. 15 for each sovereign. 
The comparative disadvantage of a high rate of exchange 
was a subject which had been discussed by the Herschell and 
the Fowler Committees and they hai arrived at the conclusion 
that a low rate does not confer any permanent benefit upon the 
country and that the contrary claim had not been borne out by 

the trade and other statistics. T h o . by 

the Babington Smith Committee was rather large and it had to 
justify the rate of exchange it favoured. Tha strongest argu- 
ments it could urge, of course, were that (l)ja return to the old 
rate was impracticable in view of the probaHK? prevalence of a 
high price of silver, that (2) the undesirability of tampering 
with the rupee was a very serious consideration and that (3) 
the inconvenience and disturbance caused by too low a drop 
from the rate already reached had to be obviated^ The Com¬ 
mittee, however, laid great stress upon the beneficial effect 
upon prices and upon the population generally, of a high 
exchange which was, for that reason, welcomed and had been 
urged by the Government of India. 
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185* High Prices and Exchange Besides the argu¬ 
ment that in stabilizing exchange, the least disturbing 
course to follow is to adopt a rate as near as possible to the 
prevailing rate, the consideration that appeared decisive to the 
Committee, was the ameliorating effect a high exchange would 
produce upon the political unrest which had widely spread 

throughout the country. With a Jhigh exchange^ a_ state d 

amount of English money in which the value of Indian ex¬ 
ports was expressed, would be converted into a smaller number 
of rupees, and thereforeJthe Indian price in rupees would be 
lower. The rupee being rated at a higher amount, importers! 
of goods would pay smaller prices in rupees for foreign! 
commodities, with the same result^ A low exchange had, 
before 1893, prevented Indian prices from falling in conformity 
with the declining prices of Europe. It was believed that, 
on a parity of reasoning, a high exchange would prevent 
Indian prices from rising in unison with the high prices 
ruling in western markets. [The fact that the rise in Indian 
prices was comparatively small, was attributed to the Govern¬ 
ment policy of raising sterling exchange!! The Government 
of India very strongly favoured a hign exchange on this 
account, andlin justification for the relief that would be afford¬ 
ed to the consumers, pointed to the prevailing discontent 
which had occasionally burst out into violence and crimej The 
Committee attached very great weight to this plea 1 and also 
advanced further reasons in support of its recommendation* 

Apart from the fact thatlif the country lost on its exports 
on account of fewer rupees Doing obtained by producers and 
merchants for them, it would gain on imports, the cheapness 
of which was an important consideration from the point 
of view of industrial development as well as that of the con¬ 
sumer harassed by high prices, the loss caused by a high 
exchange would be more than made good by the unusually high 


1. il We are led therefore to the conclusion that on economic and social 
grounds it is not desirable to restore a low level of exchange for the rupee 
under present conditions. Such a level would tend to augment pices generally 
and to aggravate the dangers of social and economic discontent”—Report, 
para 50. 
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| prices which India’s exports commanded and would continue 
to command in the outside markets. Further, an analysis of 
ithe population by occupations showed that the number of cul¬ 
tivators and others who were likely to benefit by a low ex¬ 
change, was smaller than that of those who would suffer hard¬ 
ships thereby. It was contended that the effects of a high or 
low exchange were only transitory and that- adjustments bet¬ 
ween wages and prices established an equilibrium in a short 
{time. Foreign competition wi th Indian industries w as not t.» 
|be apprehended and a low cost for wages and raw materials 
•would place India in a position of decided advantage. More- 
jover, there would be a good deal of saving on the Home 
’Charges; and though the revoluation of sterling securities- 
and gold in the Currency Reserve would result in a loss, it- 
would be wiped out by the saving in a few years and surpluses 
Would accrue to the national exchequer. The above consider¬ 
ations combined to lead the Committee to decide in favour of 
ja high rate of exchange. 1 

The Committee’s l ine of reasoning becomes intelligible 
when it is remembered that the primary aim it had placed be¬ 
fore itself, v^asjthe stabilizing- of. the-rupee; and it found no dif¬ 
ficulty in arraying arguments in favour of the course it recom¬ 
mended, when the/aim was to be attained at any cost. It speaks 
jiof the saving on to? home charges’ but dose not say that it is 
(equivalent to heavy indirct taxation of the peoplo7 And it has no 
hesitation in stating that if the costs of production did not 
(Respond to the fall in prices which might take place in the 
world’s markets, the whole question of the Indian currency 
system should be reconsidered. Lowering of prioe by a more or 
less permanent increase in the gold value of the’ token rupee, 
does not appear to us to be a desirable remedy for a Govern¬ 
ment to adopt and particularly when it means the imposition 
of indirect taxation and of a heavy loss upon the [producing 
classes. 


1. “ Wo are thus led to the conclusion that the material interests of 

India are not likely to sutler from ti e fixing of a high rate of exchange for 
the rupee and that certain important a {vantages will follow:.from such'a 
course of action”—Report, para 54. 
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Prof. Cassel has elaborated his theory of foreign exchanges 
on the basis oi the purchasing power parity of the currencies , 
of different countries. ^Xccording to him, it is the relative < 
price levels in countries and not the international balance of j 
trade, that determine the rates of exchanges?} This theory 
does not, however, appear to differ essentially from the usually 
accepted theory of f orei gn exchanges. Owing to dislocated 
economic conditions,^the aftermath of war, currencies of I 
several countries are cfepreciated and the precious metals doj 
not play their normal part in liquidating international indebt-| 
ednessT^Cassel's theory emphasises this aspect of the situa¬ 
tion of the world’s exchanges without falsifying the old foreign 
exchange theory* If price levels determine the rates of 
exchang e, th ese rates are used to regulate prices. Prof. Keynea 
and thefpurrency Committee recommended a high rate off 
exchangetor India chiefly on this ground. And a high exchange/ 
was to be used as a means to prevent prices in India from risingI 
to the price levels in foreign countries.^ 

U. v fl86» Recommendations Accepted The Secretary of 
State accepted the recommendations of the Currenoy Committee 
and immediately put into operation a portion of them. Ex¬ 
change was accordingly fixed at 24 d. (gold), but the removal of 
the restrictions on the import of gold and the change in the 
ratio between the sovereign and the rupee so as to make it 1:10 
for internal purposes were postponed. T he effects of this 
partial execution of the policy sugg ested by theJ gommjLttee. 
were interesting . Instead of being stabilized, the exchange 
fluctuated violently from week to week. JThe 24 d. rate in gnbl 
meant at times 34 d. in sterling owing to the depreciation of 
the English pound as reflected in the dollar, exchange. Spe¬ 
culators saw in this situation an opportunity to make profits 
by remitting money to London at the prevailing high rate and 
bringing it back when it was reduced as it was bound to be in 
course of time. There was a scramble for remittance and 
foreign exchange became a veritable gamble. 

Having announced its determination to maintain exchange! 
at a fixed rate. Government felt itBelf bound to support it by all/ 


1 See Prof. Cassel’B “The World’s Monetary Problems” and T. E. 
Gregory’s “ Foreign Exchange.” 
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(Means in its power. The usual method of supporting a weak 
exchange is, of course, to sell reverse oouncilsAAnd Government 
started offering weekly remittances on their London balances, 
and the market rate of exchange was consequently comparative- 
ly low. The rate that Government offered for its reverse coun¬ 
cils was higher and speculators fell over the shoulders of one 
another to secure Government drafts. The demand was mostly 
speculative in character and Government lost on its sales of 
sterling drafts, beoause it was disposing of its London funds at 
rates much higher than those at which they had been original¬ 
ly remitted. Indian money remitted at 16 d. or 18 d. per rupee 
was being brought back through the sale of reverse councils at 
30 or 32 d., and the difference constituted a heavy loss to the 
country. 

f Tbis"polioy of Government was strongly critioised. It was 
/pointed out that reverse councils which were justified only 
when the trade balanoe was adverse to India,') were being sold 
only to satisfy the profit hunger of speculators in the faoe of 
favourable trade conditions and thus an unnecessary loss was 
being inflicted upon the country. This transaction was even 
characterized as ‘ organized loot ’, and loud protests were made 
against it by commercial bodies. . And it was estimated that in 
f less than six months, about twenty eight orores of rupees were 
| thus wasted by Governments The policy was, however, persist- 
' ed in despite public protests'and it was only in the third week 
: of June that some modification of it was announced. 

' 187. Reverse Councils -.—In defenoe of its polioy. Gov¬ 

ernment maintained that the very fact that there was a large 
demand for remittances was enough to show that the trade bal¬ 
ance was adverse, though aotually it might not be so. /JMAny 
of those who, during war, oould not remit their profits abroad 
and sought sterling drafts for the transference of thair accu¬ 
mulated savings, on the restoration of normal conditions, must 
be accommodated as their demand was legitimate^ There was 
undoubtedly a good deal of speculation involved'and Govern¬ 
ment tried at one time to distinguish it from legitimate dealings 
and to discourage it. Government’s offer of reverse oounoils 
amounted to one million £ a week but the weekly aggregate 
tenders were for £ 100 million; and Government insisted upon 
the tenderers depositing a proportion of the price of the drafts 
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,• as a sort of guarantee of good faith. The divergenoe between 
' the market rate and the rate at whioh reverse oounoils were 
offered, however, continued and Government did not see its 
way to stop the weekly sales. 

The retention of the control over the imports of gold, the 
acquisition of the imported gold at rates dependent upon the 
sterling-dollar exchange and the continuance of the old ratio 
for internal oiroulation, between the sovereign and rupees, had 
all to be abandoned a^t last as the result of the illicit import 
of sovereigns which were smuggled across the borders and of 
the continued wide divergenoe between the market rates of 
exchange and the parity with gold. As from 21st June, 1920, 
the restriction on the imports of gold bullion and foreign coin 
was removed.} It was also declared that until further notice, 
the sovereign would cease to be legal tender though during a 
moratorium of three weeks it would be accepted at the rate 
of Rs. 15 at currency offices and that the currency law would 
be amended so as to establish the new ratio of Rs. 10 to the 
sovereign. Restriction on the import of sovereigns was to be 
removed on the expiry of the moratorium. 

^ The sale of reverse councils was not, however, to be stopped 
but the rates at which they were to be offered were lowered to 
1 shilling llsf d. per rupee for immediates and 1 shilling 11|« 
for deferreds. The reason given for this ohange was the fall in 
the market rates of exchange whioh not only departed from 
gold parity but fell below the parity of 24d. which Government 
would have to maintain, when the parity between gold and 
sterling was restored. This change in Governments’ policy 
meant its inability to keep up the exohange at the fixed rate of 
24d. (gold) whioh could have been equivalent to about 28d. (ster¬ 
ling), at the current rate of exchange between England and U. 
S. A. Government admittedly gave up the struggle in despair 
and contented itself only with offering reverse oounoils at a 
rate a little higher than the market rate, particularly as it 
happened to be the rate at which sterling drafts would have to 
be sold when, with the rupee valued at 24d., sterling returned 
to its normal value. This policy did not mend matters ; there 
was still a divergenoe between the Government rate of ex- 
change and the market rate, amounting to 3d. per rupee. It 
was believed that the circumstances in which the Currenoy 
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( Committeehad made its recommendations, had entirely changed 
and that another inquiry had beoome necessary. 

188. The Conditions of the Experiment:— The im- 

; practicability of maintaining the exchange at a- fixed rate in 
ciroumstances which were not favourable to the success of a 
; gold exchange standard polioy even on the basis of 24 d. (gold), 

• ware brought home to the mind of Government only after a futilo 
5 but costly experiment had been tried and the lesson had been 
1 learned that the sole remedy for the situation was to leave the 
> exohange to take its own course. The various measures adopt- 
ed by Government to give effect to the reoommedations of the 
Currenoy Committee, have been described in the last chapter, 
and it will have been seen from that account that though 
neoessary and important in themselves, they failed to attain 
the principal object aimed at, viz. the stabilization of the ex¬ 
change at the proposed or at any rate. It will not be uninstruo- 
tive to direot attention to some of the prominent features of 
the trade and the industrial situation in the country and outside 
and to the manner in which it reaoted upon the exohange policy. 

’ ’ (The close of the War saw India on the eve of an expected 
industrial and commercial boom.,, A wave of unprecedented 
prosperity was anticipated, profits made during the course of 
four or five years were awaiting investment and remittance 
and preparations had been in progress for industrial expansion. 
Embargoes were being lifted and restrictions were being remov¬ 
ed. As many as 905 new joint stock companies were registered 
in India in 1919-20 with an authorised oapital of 275^£ 
crores ; and the corresponding figures for the next year were 
966, and 146 crores. During 1919-20, India was wafted on the 
rising waves of prosperity in foreign trade. Indian exports in* 
creased monthly from 22^ crores of Rs. in April, 1919 to the 
reoord figure of 3l£ crores in Maroh, 1920. Imports also 
showed a similar upward movement, having risen during those 
months from 14? to about 24 orores. The total trade of the 
year reached the reoord figure of Rs. 535 crores. f The high tide 
of exports, however, soon spent itself as the purchasing ca¬ 
pacity of foreign nations was unequal to the digestion of our 
supplies and prices were on a declining grade. But the imports 
whioh consisted of the goods ordered in anticipation of the ex¬ 
pansion of existing business activity and of new industrial 
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enterprise, continued to pour into the country. During 1919-20^ 
the upward movement of exports and imports was almost paral-j 
lei; in the next year, the two currents widely diverged from! 
each other. The exports which had fallen to Rs. 281 ororesj 
in April. 1920. declined to 22 crores in September and to 18[ 
crores in March, 1921. 

The result of the above movement of the export and the 
import trade of the country was that while the year 1919-20 
showed a favourable balance of 119 crores in private merchan¬ 
dise. the next year had to record an excess of imports of over 
79 crores ! The favourable private merchandise trade balance 
during the five years before the war showed an annual average 
of 78 crores of rupees. This annual credit balance was reduced 
to an average of 76 crores during the five war years ending in 
1918-19 the reduction in quantities being made up by an 
increase in values. The next two years witnessed a remarkable 
rise and fall, breaking all past record, both in excess and 
deficiency of exports. The position will be found to be neatly 
summed up in the following passage:— 

*‘The year 1919-20 was a period of high prices and of feverish activity 
in trade. In India, the monsoon of 1919 had been unusually good and al¬ 
though the high level of prices necessitated the continuance of control over 
the export of food stuffs, the year’s trade established a record for the value of 
exports and imports alike and also a recod figure for the excess of the former 
over the latter. Conditions in the year 1920-21 were very different. ; The 
monsoon of 1920 was unfortunately below the average^particulaiiy in North¬ 
west India and in parts of the Deccan.The trade boom which succeeded 

the Armistice proved to be short-lived. It was realized that the reconstruc¬ 
tion of the shattered finances of the greater part of Europe and the restoration 
of her purchasing power was to be a far longer and more difficult process than 
had been generally supposed. Throughout the world the year had been a 
period of disillusionment, of tailing prices, of restriction of credit and of 
increasing unemployment. In India the consequences are seen in the stagna¬ 
tion of her export trade through the falling off in the purchasing power of her 
principal customers, and in the crippling of many of the new companies which 
were started in the brief period of prosperity. At the same time her difficulties 
have been intensified by the phenomenal fall in tho value of silver, by the 
flood of high-priced imports which were stimulated by the earlier high level 
of exchange, by the consequent swing of the balance of trade heavily against 
her, and by the failure of the Government, in the face of these adverse fac¬ 
tors, to support exchange at the level which had been recommended by the 
Committee on Indian exchange and currency”.* 


1 Report of the Currency Department for 1920-21. 
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189. Exchange Left to Itself For the first nine 
months of the offioial year, 1919*20, there was a good demand 
for counoil drafts, and altogether 34orores of these were sold 
by the Secretary of State ; but during the next few months, 
the position was entirely reversed, and reverse oounoils to an 
enormous amount had to be offered. The steadily rising price 
of silver, coupled with the demand for rupee drafts in London 
and for rupee ourrenoy in India,‘compelled Oovernment to push 
up the rate of exchange suooessively for a few months; and then 
came the collapse. The market rates varied as follows : the 
rates offered by Government being higher, as will be shown 
below :— 


Market Rates of Exchange. 


Bate 

Rate for T. T. 

Date 

Rate for T. T. 

1st May, 1919 

tee 

17-9 d. 

15th December, 1919 

28 0 d. 

15th May, 1919 

111 

19‘9 d. 

1st February, 1920 

32-5 d. 

15th August, 1919 

Ml 

21-9 d. 

lat March, 1920 

31-0 d* 

1st October, 1919 

III 

24*2 d. 

15th March, 1920 

27*7 d. 

15th November, 1919 

Ml 

24-7|d. 

lat May, 1920 

24 5 dm 

1st December, 1919 

Ml 

27*1 d. 

15th June, 1920 

22 0 d. 




15th October, 1920 

19’0 (U 


In January, 1920, the demand for sterling transfers sprang 
up, and reverse councils began to be offered weekly. Thera 
was an atmosphere of uncertainty and speculation about the 
immediate future of the exchange and the recommendations of 
the Currenoy Committee were expected to appear every day. 
The demand for sterling drafts was many times larger than the 
quantities offered by Government, with the object of keeping 
up the rate of exchange. In February, Government committed 
itself to the new polioy of a 24 d. gold rupee, and accordingly, 
the rate for immediate transfers at the sale on 5th February, 
was fixed at 2 s. 8 d., allowance for the depreciation of sterling 
in relation to the dollar being included in the figure. In the 
following week, the rate was raised to 2s. 1015 d., but by 1st 
April, it was reduced to 2s. 4if d. The trade balance which was 
favourable in the first two months of the offioial year 1920*21, 
became adverse in June, and it remained so to the end of the 
year and during the whole of the next year. It beoame oonse- 
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quently impossible to bolster up the exohange. The following 
statement brings out this feature in an instructive manner• 

In crorea of rupees. 
Excess of Exports + 




Imports. 

Exports. „ 

„ Imports— 

April, 1920 

if* 

22 

28 

4-6 

May, 1920. 

• •• 

24 

28 

+4 

June, 1920 

Ml 

26 

23 

—3 

July, 1920 

• I* 

28 

21 

—7 

August, 1920 

III 

31 

20 

—11 

September, 1920 

III 

29 

21 

—8 

October, 1920 

• H 

32 

21 

—11 

November, 1920 

III 

32 

19 

—13 

December, 1920 

III 

32 

20 

—12 

January, 1921 

III 

31 

19 

—12 

Februaiy, 1921 

• It 

25 

18 

—7 

March, 1921 

HI 

24 

18 

—6 


The highest rate at which sterling drafts were offered was 
2s. 10 on 12th February. The demand for foreign remittance 
being hugely in excess of the supply, the difference between 
the bank exchange rate and the rate offered by Government on 
the basis of the sterling-dollar rate to make the policy of the 
24 d. gold rupee effective, was at times as high as 3 or 4d. The 
appetite for remittance grew with the large quantities absorbed 
by the public, mainly as speculative transactions. As has been 
indicated above, the balance of trade which was so conspicuous¬ 
ly in India’s favour throughout 1919-20, however, swung to the 
other side in June of the next year, and with decreasing exports 
and steady imports, the demand for remittance abroad dragged 
the market rate of exohange down to 22d. in that month. By 
the middle of June, 1920, Government had sold sterling remit¬ 
tance of the value of £ 40 million in the course of 6% months 
without sucoeedimg in making the new exohange rate effective. 
Tha.priae.of silver was also slowly declining. The average 
price per ounce was 64Hd. in April, 1920, 44d. in June, 57d. in 
August and September and 38 d. in December. It went down so 
low as 30d. in Maroh, 1921. As a result, at the sale of reverse 
councils of 24th June and at subsequent sales, the rate adopted 
for telegraphio transfers was Is. lid., this being the rate which 
would ultimately hold when sterling returned to parity with 
gold. 
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190. The Aftermath :—Owing to the unfavourable 
balance of trade, however, there was a progressive fall in the 
market rate, and the applications for Government remittance 
continued to be enormously in excess of the weekly supply of 
one million £• The amounts applied for averaged about 110 
millions in July and August and 125 millions in September. 

" At the end of September sales of Reverse Counoils since the 
beginning of the year had totalled £ 55,382,000, (and the note 
circulation between the 1st February and the 15th September 
had been reduced from Rs. 185 orores to Rs. 158 orores. But 
even this substantial withdrawal of currency proved ineffective 
to maintain exohange in view of the abnormal activity in the 
imports of foreign goods and the absence of any support from 
exports. ^ The Government of India, therefore, deoided after 
the sale of 28th September, to withdraw for the time being their 
offer of sterling drafts on London. During the remainder of 
the yeaT no further Bales were made and the exchange value 
of the rupee deprived of this support rapidly declined. ” ' 

It is not possible to justify the sale of reverse oouncils even 
at a lower rate after June when the futility of all efforts to 
attain and maintain a high exohange had been fully demons¬ 
trated. There was a lingering hope, it appears, in the mind of 
Government that it would be possible to maintain exchange 
when sterling returned to the gold parity ; or it oould not with¬ 
draw without a loss of prostige from a policy deliberately 
adopted; in any oase, it was not prepared, at the time, to 
acknowledge that the exchange standard had utterly failed 
^tnd went on with it till its sterling resources were exhausted. 
The country had to pay a heavy price for this undoubting 
faith of Government in its power to fix the exchange."-, The 
depreciation of its gold and sterling assets converted at an 
impossible rate into rupees, entailed a huge Iqss on the public 
treasury and oreated financial and oommeroial confusion. Gov¬ 
ernment's exohange policy had oreated in the public mind an 
impression that the sterling value of the rupee would be main¬ 
tained at a high rate. Goods had been ordered in anticipation 
of this prospect, and when they actually arrived, it was found 
impossible to take delivery of them as in the meanwhile the 


1 Report of the Currency Department for 1920-21. 
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«xohange had hopelessly oollapsed. There was a good deal of 
friction between importing houses and Indian dealers who had 
ordered out goods, and it only strained the relations of Indian 
merchants with Lancashire. 

t. The attaoks made in the press and on the platform upon 
Government exohange policy, evoked on elaborate defenoe from 
the Finanoe Member. In his speech explaining the financial 
statement for 1921-22, Mr. Hailey referred to the effeots of the 
eoonomio depression that prevailed all the world over on the 
situation in India and attempted to demonstrate how, under the 
peculiar oiroumstances in whioh Government was placed, the 
measures adopted by it were perfectly natural and reasonable. 
Regarding the complaint of importers that they had suffered 
from Government’s failure to support exchange, he stated : “ It 
was impossible to say what variations might take plaoe in the 
rupee sterling exohange.'Grdinary commercial prudence should 
have led merchants to oover their exohange. Common com¬ 
mercial morality should at all events prevent those who desire 
to dishonour their contracts from pleading so unsubstantial 
an excuse as the failure of Government to make its polioy good. 
I can imagine no severer blow to the international credit of 
India than that there should be a general movement on the 
part of some sections of our merchants to announoe a policy of 
general repudiation. ” Admitting the force of the argument 
against the polioy of the wholesale repudiation of their con¬ 
tracts by Indian importers, that it was opposed to universally 
recognized canons of sound and straight business dealing, 
one can not help feeling that it did not, by any means, absolve 
Government from its responsibility to maintain a rate of 
exchange it had itself fixed and attempted to keep up, and to 
make effective the exohange standard it had established in the 
-country. 
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191. Origin of Banking :—Banking means dealing in 
credit. It consists in the banker and the banking firm keeping 
money for their customers subject to withdrawal on specific 
conditions, advancing or loaning money on security and pur* 
chasing and selling bills of exohange, bonds, stocks, promissory 
notes etc. The element of credit or faith or trust in connection 
with deposits and loans and the doouments connected with 
them, is a striking feature of banking, in spite of the fact that 
there are pledges, mortgages and securities to supplement and 
support it. Where economic life is simple, banking is restricted 
to lending money or making available the goods to be pur¬ 
chased with it. Where small values are oonoerned, the loan 
is without any tangible security or pledge and is only the post¬ 
ponement of the receipt of prioe or dues. When a shopkeeper 
gives ‘ credit ’ to his oustomer or a money lender allows the 
debtor the use of a small amount of money, a record of the 
transaction on his books suffioes. Documentary evidenoe and 
mortgages become necessary when larger amounts and risk are- 
involved. With the expansion of trade and industry, dealings 
in claims and ‘ instruments * of oredit assume importance and 
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we have thus the delioate and complex oredit machinery of 
modern times evolved. 

- Even before the advent of modern joint stock banking, 
there were, in this country, numerous banking firms an<£. 
bankers who oarried on business on an extensive scale* Money 
lending was and is done by numberlss persons of every caste- 
and class, in towns and villages, all over the country. As 
distinguished from these money lenders,‘the bankers took money 
on deposit, made loans and issued drafts or ‘ hundies,’ and they 
have always occupied a high status in sooiety. In old times 
governments borrowed largely from the bankers who financed 
military campaigns. The Peshwasjand the Mahratta Jahagirdars, 
for instanoe, were heavily indebted to them and several bank¬ 
ing houses enjoyed great social reputation for the extent of 
their transactions and the honesty of their dealings. English 
banking, which has now assumed a vast magnitude, also began 
in this humble way. When the prejudice against usury dis¬ 
appeared, the people first to take advantage of the favourable 
situation, were the goldsmiths. 1 

It is an act of neighbourly or friendly duty or of charity 
to lend the use of different forms of wealth or of money. 
Remuneration for this servioe may or may not be claimed ; it 
will depend upon the condition of the borrower and the use he 
is expected to make of the things borrowed. Like other econo¬ 
mic activities, lending and receiving deposits become special¬ 
ized and therefore an occupation. Professional money lenders 
and bankers will pursue the occupation as a regular business 
and must earn an inoome from it. They borrow through deposits 
and lend by means of loans. Interest will be charged for the 
accommodation given to debtors and the risk and the labour 


1 “ As they had valuable property of their own to guard, people were 

inclined to think that what would be trusted to them was safe. Accordingly 
the practice of depositing money or bullion with the goldsmiths became a 
common one, the more so after 1640, when Charles I, then in great straits for 
money, had seized the bullion of private merchants left for safe keeping in 

the Tower.When the goldsmiths thus obtained deposits, they naturally 

were ready to lend at intevest. Cromwell borrowed from them on the securi¬ 
ty of the taxes and paid them back when the taxes came in ; Charles II con¬ 
tinued the plan, paying the goldsmiths 8 per cent, for what they advanced. 
—Townsend Warner : Landmarks in English Industrial History. 
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involved in the transaction must be duly remunerated. Pro¬ 
fessional banking is recognized by the community as a 
necessary function of social utility while ordinary money 
lending, especially at high rates of interest, viz. usury, is looked 
down upon as equivalent to taking advantage of the difficulties 
of the borrower. The banker, therefore, becomes a useful 
member of society ; and usury is disapproved for its soulless 
and extortionate oharaoter. 

192. Indigenous Banking :—Money lending and bank¬ 
ing have developed in India along the lines indicated above. 
Lending money at interest is recognized as a legitimate occupa¬ 
tion of the Vaishyas in the-Hindu Dharmashastras. 1 It is oalled 
41 Kusida,” and the rates of interest to be charged to different 
persons are also prescribed. Different species of interest and 
the varying modes of charging them are mentioned, and usury 
is dearly distinguished from the reasonable and legal rate. 
Securities and pledges and the responsibilities of creditors 
concerning them as well as written documents containing 
evidence of debts, are mentioned in detail. It may, therefore, 
be inferred that suoh transactions had assumed large dimen¬ 
sions, and their minute and striot regulation had become 
necessary in India about two thousand years ago. Like other 
[institutions and customs in India, banking and money lending 
lhave maintained their ancient forms, with the necessary slight 
.adjustment required by ohanging conditions till they have 
now been linked to modern banking. 2 

The small bankers took deposits and allowed interest upon 
them, gave loans on the security of jewellery pledged with them, 
did money changing and purchased and sold bullion and orna¬ 
ments. This business is being done to-day extensively in villages 
and small towns all over India, where modern banking is un- 
< known. The banking houses of a higher status have dealings 


1 * i —Narada, I, 46. 

vfSrvw h ’ —Manu, I, 90. 

2 “No interest must ever be raised on loans made from’rfriendship, unless 
there be an agreement to the purpose. Without an agreement even interest 
accrues on such loans after the lapse of half a year ” —Narada, I, 108. 
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on a much larger soale. They finance internal trade and remit 
funds from one place to another for their customers and dis¬ 
count the hundies of small producers and dealers. They very 
often combine trade with banking. In sp ite of the rapic 
progress joint stock banking haslnade during the Tasr genera- 
tion, these indigenous banking houses play a highly im¬ 
portant part in the internal finance of the country. They! 
accommodate small traders and producers whom the big banks! 
cannot reach. Their ‘ hundi ’ draft is easily available and 1 
through it remittance can be most conveniently effected in 
the absenoe of other banking facilities. The operations of the 
modern banks are confined to the cities and towns. They 
relate mostly to the financing of the export and import trade- 
of the country and to the accommodation of the urban indus--i 
trialistsand merchants of standing. Purely indigenous banking j 
is practically cut off from them, touching them only occa- ; 
sionally at certain points. 

I*-- Mr. Findlay Shirras thus describes 1 the indigenous 
bankers :—“ Before the British era, trade was entirely financed 
by baniaa, who combined money lending and finance with 
trade. Throughout the length and breadth of India these banias 
undertook the financing of agricultural operations. They were 
chiefly Marwaris from Marwar, Chetties from Southern India,, 
and Bhattias and Parsees in Bombay and Gujarat. To-day 
the money-lender or money ohanger was still in a flourishing 
condition. The larger Indian bankers and shroffs still con¬ 
tinued to do a large part of the internal banking business. 
They were the depositories of much of the villages or distriota 
in which they resided and they were also engaged in exchange 
operations, as well as trading on their own aooount. They 
used hundis or bills which were drawn up in Mahajani or s- 
written character peculiar to bankers, and these w4re usually 
illegible to any one outside their class. A dishonoured hundi 
was an event of raTe occurrence with them. Hundia, despite-’ 
the inorease in joint stock banking, were not decreasing but 
increasing, and the oiroulation of hundis was the most perfect 
portion of the purely Indian system. The bania olass was ore 
to which India was greatly indebted for financing agriculture 


1 Report of & lecture delivered in Calcutta in 1914. 
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lists, and removing produots from the growing to the consuming 
^districts and distributing goods of all kinds all over India. 
'-Joint stock banks were not in any way a hindrance to their 
trade : in faot they relieved them of much trouble and risk.” 

■ ■ 193. Rise of Modern Ranking :—Besides these (1) in¬ 
digenous banking houses and bankers, there are in India 
to-day, (2) the Imperial Bank of India constituted out of the 
three Presidency Banks of Bengal, Bombay and Madras, 
(3) the Exchange Banks doing business in this country as 
well as in others, and (4) the Indian Joint Stock banks. ‘‘The 
European system of banking was introduced into India by the 
Agency Houses of Caloutta. These were not merely merchants 
and agents but also bankers who did business with the mer¬ 
chant princes in India, planters and the civil and military 
services. TJbey possessed a note circulation which was ex¬ 
tremely beneficial to them.^ After the passing of the Aot of 
1813 which gave greater inducements to Europeans to settle in 
India, there was a considerable extension of banking in con¬ 
nection with the Agency Houses but the great commercial 
crisis of 1829-30 put an end to almost all these Houses.” 1 
Modern banking was thus an exotio planted in the Indian soil 
by European merohan ts, and very naturally, Indians had no 
hand either in their organization or management. Business 
relations of Indian merchants with the banking houses also 
were extremely limited. Their needs were satisfied with the 
indigenous system of credit accommodation. 

The foreign trade of the country in the early part of the 
last century, was comparatively small and internal exohange 
was facilitated by indigenous bankers. As trade, however, 
slowly expanded, European merchants and others directly in¬ 
terested in it, felt the necessity of having banking arrangements 
of the western type in their midst. Like the mercantile 
community, Government also experienced difficulty in carrying 
on its financial operations without the assistances of a well- 
conducted modern bank. Under these circumstances the Bank 
of Bengal oame into being and received its Charter in 1809. Of 
its capital which was then £ 500,000, the State contributed 


1 Mr. Findly Shiwas : Report of a lecture delivered in Calcutta in 1914. 
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£ 100,000 and Government took its share in the direction of 
the affairs of the Bank. Indians oame steadily to be associated 
more and more with the foreign trade of the oountry and, 
therefore, with the business of the Presidency Banks. 1 The 
modern system of banking was particularly useful in the centres 
of foreign trade and oame to be established, in the first instance, 
in the port towns. ^Calcutta gave the lead and it was followed 
at a distance by Bombay and Madras. These Presidency 
Banks were, in the beginning, semiofficial institutions, and 
were gradually freed from State control, though they continued 
to be regulated by strict rules made for their management by 
Government. This measure of State control was necessitated 
by the interests of the public whioh were involved in the 
management of thejbanksjthat used public money and enjoyed 
other facilities.. 

I, 194. The Presidency Banks.— The relations of the 
Government of India and the Presidency Banks were regulated 
by the Presidency Banks Act of 1876 which imposed certain 
definite restrictions upon their business operations while it 
conceded to them some material and also moral advantages*. 
< Before that date the agreement with the banks compelled the 
Government to place all the cash balances belonging to them 
in the hands of the Banks, with the result that there was a 
serious danger of Government’s money not being available 
when it was urgently required. In a despatch to the Secretary 
of State, dated 30th June, 1874, the Government of India 
wrote:—"The Bank of Bombay, accustomed to high Govern* 
ment balances, and relying on the maintenance of those balan- 

1 44 The Presidency Bank of Bengal was opened in 1806 and received 

its charter of incorporation from the East India Company in 1809. The first 
Bank of Bombay (it went into liquidation in 1868 and a new one was formed 
in the same year ) was established under a similar charter in 1840, and the 
Bank of Madras in 1843. The establishment of these Banks in the other 
Presidencies put an end to the possibility that the Bank of Bengal might be¬ 
come a Bank for all India. The Presidency Banks had at first a semi-official 
character. At the foundation of the Bank of Bengal, the East India Company 
contributed one fifth (the proportion became smaller subsequently ) of the 
capital and appointed three of the directors. Upto the time of the Mutiny the 
office of Secretary and Treasurer was held by a covenanted civilian.”—J. M* 
Keynes ; Indian Currency and Finance. 
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ces, had so employed them that they were praotically looked 
up; for had we insisted on withdrawing them more suddenly 
we should have done so in the faoe of a warning that we should 
produce a oommeroial orisis, and therefore for a time the 
Government balances at Bombay were useless for the purposea 

of the Government.We are of opinion that a Government 

subject to the contingencies to whioh the Government of India 
is exposed, ought not to be without a reserve and that this res¬ 
erve should be in its own hands." The Government was inclin¬ 
ed to dissolve its connection with the Banks, but preferably it 
proposed " to make a change in the agreements with the banks,, 
so that instead of giving them the right to hold all the Govern¬ 
ment balances, the stipulation may be confined to engaging to 
pay them interest when our balances are reduced below certain 
amounts. ” 

In his reply, the Secretary of State (Lord Salisbury) gave 
his assent to the proposal of the Government of India about 
establishing an independent treasury system and leaving with 
the Presidency Banks certain minimum balanoes without in¬ 
terest and imposing by law specific restrictions upon their 
Business operations. The Presidency Banks Act of 1876 laid 
down restrictions as to the qualifications and number of direc¬ 
tors, the kind of business that they could not transact, the 
territorial limits of their jurisdiction and so forth. The Banks 
tried to get some of these restrictions removed as needless, 
and wanted liberty to deal in certain securities whioh were 
not allowed by the Act, e. g., securities of State-aided Railways 
and of District Boards. They also wanted to be empowered to 
borrow outside India so that they might have access to the 
great store of banking capital available in London. 

This and other matters connected with the powers and 
resources of the Presidency Banks, were topios of prolong¬ 
ed discussion among the parties concerned. Strong objection 
was taken to these Banks being allowed to pledge securities 
and take deposits in England and thus raise funds there. The 
Exchange Banks vehemently opposed the suggestions that the 
Presidency Banks should be allowed, when the Bank rate in 
India was 6 per oent. or higher, to borrow in London, that they 
should be permitted to deal in foreign bills under certain con¬ 
ditions and that they should be allowed to draw sterling drafts 
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on London for the home remittances of their customers subject 
to a limit of £ 200 in eaoh oase.s One of the Exohange Banks, 
the Mercantile Bank of India, wrote to the Secretary of 
State:—“ It would be an anomaly in State banking to find the 
Presidency Banks of India, which depend for their prestige 
and resources so largely on their State connection, turning 
their attention and their resources from the objeot of their 
existence—the facilitating the internal trade and requirements 
of India (a sufficiently wide field, one would imagine), to embark 
in operations of foreign exchange. It would further be a serious 
matter for the existing Exobange Banks, and very unfair to 
them if these State Banks, baoked by their State support and 
the large amounts of public funds placed at their disposal by the 
State free of interest, should be authorised to compete keenly, 
and with all the power that their privileged position gives them, 
with those institutions which have hitherto conducted that 
business to the satisfaction of the mercantile community. ’* 

! v. The other Exohange Banks wrote in the same strain and 
there was a lively debate between them and the Presidency 
Banks. The latter attempted to show that the apprehensions 
of the Exohange Banks with regard to unfair competition being 
set up in exohange transactions against them, were baseless. 
The proposal of the Presidency Banks was favoured by the 
Government of India, but the Secretary of State was strongly 
impressed by the contention of the Exohange Banks that their 
interests would be injured by the proposed changes and declined 
to sanotion even a moderate concession to the Presidency 
Banks, viz. 'allowing them to draw sterling bills on London 
for the purpose of the remittance of their customers subject 
to a limit of £ 200 in any one month on behalf of any one 
customer.* The discussion was brought to an end on 26th 
September, 1906, with a telegram from the Secretary of State 
in reply to one from the Government of India asking permis¬ 
sion for the above amendment of the Act, stating:—'Your 
telegram dated 15th September, Presidency Banks. I regret 
that I oannot accept your proposal.' 

195. Their Business :—We shall presently deal with 
the question of monetary stringency and a high bank rate 
prevailing in India during the busy season, whieh was in¬ 
volved in the above discussion. It is to be noted here that 
53 
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the Presidency Banks were three powerful joint etook banks 
having speoial relations with Government and carrying on the 
ordinary banking business under certain well-defined limita¬ 
tions. They led in financing the internal trade, of the country, 
and the ordinary joint stock banks followed them at a distance. 
They took deposits and lent on security, and discounted, 
bought and sold bills of exchange and other negotiable 
securities payable in India or Ceylon. They could not borrow 
money outside India, nor could they deal in sterling bills. 
The conditions on whioh they might give loans were strictly 
.laid down by law. They performed oertain services for Gov¬ 
ernment and received remuneration for it. Government held 
no shares in the Banks and was not represented on the direc¬ 
torates. It, however, kept oertain minimum amounts free of 
interest with the head offices of the Banks, and if the public 
deposits fell below the stipulated limit, interest was paid on the 
amount by whioh they fell short. Usually, Government kept 
larger deposits with the Banks than they were expeoted, 
though not bound, to do. 

Iu the absence of a State Bank, the three Presidency Banks 
together performed for the Government the same functions as 
the Bank of England, for instance, but on a restricted scale. 
The arrangement was as follows s—“ Where a branch of a 
Presidency Bank exists, part of the Government balance is 
deposited in it., Similarly a part of the Government balances 
held at Calcutta, Madras and Bombay, is deposited at the 
head offices of the three Presidency Banks. The relations 
between the Government and the Presidency Banks in 
respect of the holding of balances are partly regulated by 
agreements with the three banks whioh were last revised in 
1898.jpThe agreements provide that the Banks are to transact 
general business for the Government at their head offices and 
oertain branches; that they are to receive oertain remunera¬ 
tion ; that the Government is not bound to retain at the Banks 
any particular sum; but that if its balance at the Head Office 
; of any of the three Banks falls on any day below a specified 
minimum, it is to pay to the Bank interest “ at the lowest rate 
chargeable on suoh day by the said Bank to the publio for loans 
recoverable on demand. "xThe remuneration of the three Banka 
and the minimum balanoes that they are to hold for the 
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Oovermnent at their Head Offices without charging interest 
■are as follows :— 


Amount of Balance 
below which 



Remuneration 

interest becomes 


per annum. 

payable. 


£. 

£ 

Bank of Bengal 

2,900 

233,300 

Bank of Madras 

800 

120,000 

Bank of Bombay 

800 

133,000 


“ The revision of these agreements is now under the 
consideration of the Government of India. In actual practice 
the Government of India is much more liberal to the Banks 
-than is provided for in the agreements. They usually keep at 
the head offices of the three Banks the following amounts:— 

Bank of Bengal ... 467,0001. to 533,000 l. 

Bank of Madras ... A little over 133,0001. 

Bank of Bombay ... 267,000 l. to 333,000 l. 

“ On the floatation of a loan and in special cases, the 
■amounts are increased.’* 1 

The following table shows the position of the three Pre¬ 
sidency Banks on 31st December of each year :— 


Presidency Banks. 



1905 

Rs. 

(lakhs). 

1914 

Rb. 

(lakhs). 

1916 

Rs. 

(lakhs). 

1918 

Rs. 

(lakhs). 

1919 

Rs. 

(lakhs). 

Capital and 
Reserve 

6,23 

7,64 

7,35 

7,20 

7,32 

( Public ... 
Deposits < 

l Private... 

f 

3,11 

22,26 

5,61 

40,4 

5,20 

44,70 

8,64 

50,97 

^ 9,02 

98,01 , 

Cash Balances 

8,23 

20,81 

17,27 

17,07 

26 03 


1 See Chamberlain Commiasion'a Rep ort, Appendices. 
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The comparative position of the three banks on 31st Decem¬ 
ber of the years 1910,1914,1916 and 1918, is brought out in th» 


following table 1 

1910 

1914 

1916 

1918 

1920 

Rs. (lakhs) 

Ra. (lakhs) 

Ra. (lakhs) 

Rs. (lakhs) Rs. (lakhs)' 

Paid up Capital. 

Bank of Bengal 2 t 00 

2,00 

2,00 

2,00 

2,UU 

„ Madras 60 

75 

75 

75 

75 

„ Bombay 1,00 

1,00 

1,00 

1,00 

1,00 

Reserve & Rest. 

Bank of Bengal 1,75 

2,00 

2,13 

1,89 

2,10 

„ Madras 51 

79 

58 

55 

48 

„ Bombay 1,05 

1,10 

90 

1,01 

1,20 

Government Deposits. 

Bank of Bengal 1,98 

2,87 

2,74 

5,85 

4,34 

„ Madras 72 

91 

1,04 

1,02 

2,09* 

„ Bombay 1,52 

1,83 

1,42 

1,77 

3,50 

Other Deposits. 

Bank of Bengal 16,09 

21,61 

21,44 

23,93 

34,74 

„ Madras 5,67 

7,62 

9,60 

9,54 

15,79 

„ Bombay 10,58 

10,82 

13,67 

17,50 

27,49 

Cash. 

Bank of Bengal 5,14 

11,70 

7,73 

8,94 

12,21 

,, Madras 1,84 

2,67 

2,87 

2,74 

5,06 

,, Bombay 4,36 

6,47 

6,68 

5,42 

8,75 

Investments. 

Bank of Bengal 3,68 

6 t 21 

7,69 

7,80 

9,11 

„ Madras 85 

1,34 

1,63 

1,40 

2,13 

„ Bombay 1,49 

2,01 

3,13 

3,54 

3,00 

Dividend for the year. 

Bank of Bengal 14 p. c. 

16 p. c. 

16 p. c. 

17 p. c. 

13J p. c* 

„ Madras 12 p. c. 

12 p. o. 

12 p, c. 

12 p. c. 

18 p. e. 

„ Bombay 14 p. c. 

14^ p. c. 

15 p. c. 

, 18£ p. c. 

22 p. c. 


Besides the head office the Presidency Banks of Bengal, 
Bombay and Madras had 25,14 and 23 branches and agencies 
respectively. 

; 196* Exchange Banks :—Now to turn to the Exchange 

Banks. These are big European banking conoerns with enor¬ 
mous resources, and they carry on their operations in India 
and over eastern Asia. For the sake of convenience they are 
classified in two groups according to the extent of business 
done by them in India, viz, (1) five of them are doing a consi- 
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derable portion of their business in this country and (2 ) the 
remaining five are merely agenoies of large banking corpora* 
tions doing business all over the East. The number of the 
latter has now increased to ten owing to the addition of new 
hanks such as P. and O. Banking Corporation, the National 
Bankof South Africa and the ‘Imperial Bank of Persia. The 
following statistics will give an idea of the position of these 
banks on lUst-Danamher.1918. 



00 

a 

53 

PP 

S3 c3 

r S3 

a 

c8 

g-g 

Deposits. 

Cash Balances. 


o 

6 

5*5 

•2 P4 
c3 c3 

P^O 

S5(S 

V 

P5 

Out of 
India 

Out of 
India. 

Out of 
India. 

In 

India. 



£ 

1,000 

£ 

1,000 

£ 

1,000 

R 

1,000 

£ 

1,000 

R 

1,00 

(1) Banks doing 
a considerable por¬ 
tion of their busi¬ 
ness in India. 

5 

4,012 

5,159 

61,773 

50,96,88 

14,714 

10,34,66 

(2) Banks which 
are merely agencies 
of large banking 
corporations doing 
business all over 
Asia. 

5 

18,257 

12,020 

242,896 

10,29,45 

40,551 

11,94,42 

Total ... 

10 

i 

22,269 

17,179 

304,669 

61,26,33 

55,265 

22,29,08 

t 

The corresponding figures for the two classes of 
for the year 1920 were as follows :— 

Banks 

(1) Banks doing 
a considerable por¬ 
tion of tlieir busi¬ 
ness in India. 

5 

7,696 

i 

8,457 

: 79,512 

64,63,33 

16,442 

19,38,78 

(2) Banks which 
are merely agencies 
of large banking 
corporations doing 
business all over 
Asia. 

10 

46,502 

27,562 

434,159 

10,17,38 

97,748 

5,88,75 

Total ...| 

15 

54,198 

36,019 

513,671 

74,80,71 

74,80,71 

25,17,53 
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/ The chief among these Banks are institutions of a very- 
old standing, having been founded sixty years ago, and they 
take deposits in India and outside, and with funds thus 
borrowed, finance the foreign trade of the country.^ They 
are thus complementary to the Imperial Bank and the other 
Indian banks whioh confine themselves mostly to internal 
trade. /They purchase bills of exohange drawn by exporter* 
of prodube and disoount them with London banks or realise- 
fthem when they maturS} 1 Through their London offioes they 
•purchase import bills which are drawn on consignees in sterl¬ 
ing and thus they finance import trade also- These transac¬ 
tions enable the banks to bring baok the funds realised in 
London. As the value of India’s exports normally exoeed* 
that of the imports, the deficiency in import bills is made 
good by the purchase of counoil bills and telegraphic transfers 
and the shipment of gold and silver. 

Owing to stringency in the money market, in the busy sea¬ 
son, the bank rate and the disoount rate mount up very high. 
The exohange also rises and the Exchange Banks bring money 
Into the oountry by buying the Secretary of State’s drafts, and 
Telegraphic Transfers whioh enable them to receive rupees 
from the Government Treasuries immediately without having 
to wait for more than two weeks; for the arrivals of the bills. 
The difference between the rate of interest they have to pay on 


1 “Bills against the export trade are drawn D. A. (documents on accep¬ 
tance) and D. P. (Documents on payment). They are purchased by the 
banks' branches in India. The D. P. bills are held by their London offices 
until they are retired or paid at maturity. The D. A. bills as a general rule 
are discounted, or rediscounted immediately after acceptance. They are 
rediscounted with the English Joint Stock Banks and the Scotch Banks or with 
bill brokers financed by these, and especially in times of stringency with the 
Bank of England. These bills may be held for a time by the Indian Ex¬ 
change Banks in London. This would occur when business in India was 
stagnant or when money was difficult to employ in London. To the extent to 
which the D. A. ore rediscounted immediately after acceptance (which they 
are in the great majority of cases) the Indian export trade is financed not with 
the funds of the Exchange Banks except from the time of the purchase of the 
bills in India to their arrival in London, but with the funds of the British 
Banks, i. e., with British and not Indian capital."—Report on Banks in 
India, 1917. 
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their own borrowings or deposits, both in England and India, 
and the rates they oharge in discounting sterling bills constitu¬ 
tes their profit. 

^ The deposits of the Exchange Banks have considerably 
increased in recent years and while enjoying a monopoly of the 
finance of the export trade of the country, they participate 
aotively in the financing of the internal oommeroe also. 1 2 3 4 ; The 
extent to which their resources have increased during the past 
few years, will be seen from the following figures:— 



Number 

Capital and Deposits in 

Cash balances 


of Banks. 

reserves. 

India. 

in India. 



£ ( 1000) 

£ (1000) 

£ ( 1000 ) 

1913 

... 12 

37,825 

20,690 

3,902 

1914 

... 11 

36,972 

20,098 

5,596 

1915 

... 11 

36,793 

22,364 

5,068 

1916* 

10 

37,931 

25,359 

6,760 

1917j 

... 9 

32,682 

35,584 

22,496 

1918* 

... 10 

39,448 

40,842 

14,861 

1910* 

15 

90,217 

74,807 

25,175 


. Exchange Banks compete with other banks in the oountry 
in borrowing money by means of deposits and in lending and 
discounting business. Their operations are not thus restricted 
to the financing of import and export trade. They had in 1918 1 ' 
48 branches in India as compared with 68 branohes ( and three 1 
head offices ) of the Presidency Banks and 93 head offices and : 
206 branohes of the Joint Stook Banks. The Indian deposits 1 
of these banks amounted, jin 1918, to £ 40,812,000 as against , 
Rs. 59*62 orores of the Presidency Banks and Rs. 37*32 orores 
of the Indian Joint Stook Banks. As we have shown in the { 
last Chapter, owing to the severe strain put upon the monetary j 
resources of India by the War, the drawings of the Secretary ) 
of State had to be ourtailed, gold oould not be imported and*' 


1 Excluding the Delhi and London Bank which was amalgamated with 
the Alliance Bank of Simla, Ltd. 

2 Excluding the Ruso-Asiatio Bank, information not being available. 

3 Including the Bank of Taiwan which opened a branch in India. 

4 Including the new banks mentioned above. 
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exohange rose muoh above the standard rate. Exohange 
Banks had not adequate funds to buy bills and had, for some 
time, to sell drafts at a fixed rate; and they were compensated 
y<>r this by Government so far as their over-bought position 
1 resulted from the restriction imposed by the latter. 

197* Joint Stock Banks: —Banks of the third olass 
viz., the Joint Stook Banks, are almost all of them, jof reoent 
o rigin. The growth of this type of bank has taken plaoe durjng 
the last seventeen years. The total number of banking and loan 
companies registered under the Companies Aot in 1914-15, was 
475 and their paid up capital amounted only to Rs. 7,98,51,509. 
The corresponding figures for 1917-18 were 485 and 
Rs. 10,19,49,000. The number had remained steady for several 
years and deolined in 1914-15 and 1915-16 on aooount of the 
failure of many Swadeshi banks ; and yet the paid up capital 
almost doubled in ten years./in 1919-20, the number of register¬ 
ed banking and loan companies was 556 and their paid up 
capital amounted to Rs. 9,35,05,791. Under the heading, 
banking and loan companies, are included hundreds of petty 
banking and lending establishments; and institutions oarrying 
on operations on a considerable soale, are very few. It is not 
possible to obtain information about unincorporated and 
unregistered banking institutions scattered in large numbers 
all over the'country. The number and the amount of paid up 
capital of the registered joint stook of banking companies are 
given below :— 

Joint Stock Banking and Loan Companies. 


Year. 

Numbdr. 

Paid up capital (Rupees), 

1900-01 

430 

S,82,84,266 

1905-06 

595 

4,40,34,101 

1906-07 

567 

7,81,67,416 

1910-11 

492 

7,91,31,641 

1913-14 

552 

7,91,61,400 

, 1914-15 

475 

7,98,76,509 

1015-16 

460 

8,34,04,003 

1916-17 

459 

8,68,59,000 

' 1917-18 

485 

10,19,49,000 

1918-19 

493 

8,45,38,000 

1918-20 

556 

9,35,06,000 


4 
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The joint stock banks are classified, for the sake of 
-convenience, into four groups according to the amount of their 
capital; and their position on 31st December 1918, was as 
follows :— 


No. of 

Paid up 

Reserve 

Deposits 

Cash 

Banka. 

Capital. 

and Rest 

Balances 


(1) Banks with Capital 
and Reserve amounting to 
Rs. 20,00,000 and above... 

8 

R (1,000) 

3,56,05 

R (1,000) 

1,35,79 

R (1,000) 

37,73,64 

R (1,000) 

8,72,92 

(2) Banks with Capital 
and Reserve between Rs. 
20 and 10 lakhs 

5 

48,71 

21,38 

2,30,27 

58,54 

(3) Banks with Capital 
and Reserve between Rs. 
10 and 5 lakhs 

Total of Banks above 
Rs. 5,(0,000 

! 6 

.31.69 

8,44 

55,57 

17,12 

19 

4,36,45 

1,65,59 

40,59,48 

9,45,58 

(4) Banks with Capital 
and Reserve between Rs. 
5,00,000 and Rs. 1,00,000 

28 

48,65 

14,43 


36,90 

Total 

48 

4,85,10 

1,80,02 

42,14,83 

9,85,48 


Joint stook banking is a plant of recent growth and has 
yet to drive its roots wide and deep into the soil though the 
European banks are of several years’ standing. Nor are all the 
joint stook banks Indian managed. While the sapling of indi- 
genous joint stook banking was growing up vigorously, it was 
overtaken by a violent storm in 1913, when a number of banks 
oollapsed. The failure of the"banks oaused ruin and hardship 
to numerous middle class and poor families, but it imparted a 
wholesome and much-needed lesson as it exposed the rotten 
oondition of many of the apparently prosperous oonoerns. It 
indeed dealt a rude shook to publio confidence and for a time 
the progress of banking was retarded. , But the exposure was 
oaloulated to teaoh the people where the screw of banking 
management was loose and to ensure a slow but healthy pro¬ 
gress of the movement. 

These joint stock banks oame up on the orest of the 
enthusiastic industrial movement which began in 1905, and 
54 
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banking oame to be regarded as a new path into which the 
energies of enterprising persons might strike. They undertook 
to do almost the same work as the Presidency Banks and 
some of them dealt in foreign ezohange also. The publio was 
willing to patronise the new institutions and put their money 
in them. The middle olass which was in -the habit of saving 
and of depositing its savings in the Postal Savings Banks, was 
attracted by the tempting prospeot of getting a higher rate of 
interest and dividend, and the new oonoerna had no difficulty 
in attracting shareholders and depositors. From 5 to 6 per 
cent, interest (a high rate in those days ) was offered for depo* 
sits fixed for a year or two years, and the banks helped many 
a shop-keeper and trader in his business by giving him accom¬ 
modation. S 

i It is a gratifying oircumstanoe that the latest statistics 
relating to the above banks show substantial progress in all 
directions. Thus on 31st December, 1921, the number of banks 
with oapital and reserve amounting to Bs. 5 lakhs and above, 
rose to 25 and that of banks with capital and reserve amount¬ 
ing to Rs. 1 lakh and above rose to 33, the total of the two 
classes being 58. The aggregate amount of paid up oapital 
increased to Rs. 8’98 crores and the deposits to Rs. 73‘48 
crores. The cash balances also show a similar rise in two 
years from Rs. 9*85 crores to Rs. 1672 crores/) Taking banks 
of the first olass alone, we find that their number rose from 
18 in 1913 to 25 in 1920; their oapital and reserve from Rs. 3'64 
to 10*92 crores; their deposits from Rs. 22*59 to 71*15 crores 
and their cash balances from Rs. 4 to 16*31 crores. The 
Indian Joint Stock Banks have, therefore, entirely recovered 
from the shock of the failures of a few years ago and are 
rapidly going ahead. 

198. Bank Failures Several causes combined to make 
the position of the joint stock banks insecure. (1) The directors 
of many of the oonoerns were men who knew little about practi¬ 
cal banking business and could not and did not control the 
operations of the banks. (2) If some of those whose duty it was 
to keep a striot watch over the dealings of the banks, suffered 
from a lack of experience, others were too olever to deserve 
the responsibility entrusted to them. (3) Acoounts were not 
properly kept and loans were given without sufficient security- 
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(4) A large amount of the funds of the banks was looked up ini 
shares of Industrial concerns and generally in suoh a way that 
it oould not be easily realised. (5) Some of the managers 
went in for speculation, a species of business whieh suobr 
banks should have strictly avoided, and the monies taken from 
depositors at a high rate of interest, were used to finance- 
concerns whose profitableness was doubtful. (6) Dividends 
were often distributed among share-holders out of capital, and- 
this fact oould be ooncealed by window-dressing, that is, skilful 
manipulation of the accounts. When, therefore, one of the 
banks oame into trouble owing to a run being made upon it by 
depositors, publio confidence was shaken and other banks also 
came down. Their assets could not be easily realised, the- 
demand of depositors oould not be met and they had to olose 
their doors. 

These facts have been brought out in liquidation and other 
proceedings in connection with the banks whioh have taken 
plaoe in law courts. With a few exceptions most of the banks- 
which have failed or have been liquidated, have been pigmy 
ooncerns. The following table shows their number and posi¬ 
tion :— 



No. of Banks 
liquidated 

Capital. 

Authorised. 

Subscribed. 

Paid up. 




Rs. (1,000) 

Ra. (1,000) 

1913 (two 





months)... 

12 


1,64,56 

35,3 

1914 

43 

7,10,50 

2,45,61 

109,12 

1915 

11 

56,50 

! 

7,91 

4,60 

1916 

13 


20,90 

4,23 

1917 

9 

76,50 

35,75 

25,26 

1918 

7 


4,86 

1,461 
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The number of banks that failed or were wound up in 1919 
«nd 1920, was 4 and 3 respectively and the amount of their paid 
mp capital was 4 and iVi lakhs. Many of these banks had 
^high-sounding names but were ricketty from the very begin¬ 
ning. The paid up oapital bore a small ratio to the subscribed 
and the authorised oapital, as may be seen from the following 
t vble of some typical bank*, compiled from the information 
published by the Department of Statistics:— 


Name. 

Authorised 
Capital. . 

Sub¬ 

scribed 

Capital. 

Paid up 
Capital. 

Deposits. 


Rs. 

Rs. 

Rs. 

Rs. 

Solar Bank. Lahore; Registered, 
17th April, 1913; Liquidated, 
24th March, 1914 ... 

1,00,00,000 

1,55,000 

8,510 


Orient Bank of India, Lahore; Re* 
gistered, 18th May, 1907, Liqui¬ 
dated, 4th September, 1914. ... 

25,00,000 

10,00,000 

71,354 

4,94,958 

Bank of Asia, Lahore ; Registered, 
2nd September 1912, Liquidated 
29th November, 1914. 

25,00,000 

4,65,450 

32,099 

76,751 

Commercial Bank of India, Gazi- 
pur, U. P., Registered, 17th Janu¬ 
ary, 1913, Liquidated, 2nd July, 
1914. 

10,00,000 

5,775 

4,250 

18,655 

Sri Krishna Bank, Madras; Regis¬ 
tered 28th May, 1909; Liquidat¬ 
ed, 31st March, 1914. 

5,00,000 

5,00,000 

2,125 


United Bank of Commerce, Bengal, 
Registered, 25th September, 1912; 
Date of going into liquidation, 
14th August, 1918. 

2,00,00,000 

2,81,510 

27,080 



Banking corporations and bankers have 4? keep sufficient 
cash and liquid assets in their hands sq as to be able io' meet 
• depositors’ demands as they arise. But the Swadeshi joint stock 
banks did not follow this wholesome praotice. Whne the propor¬ 
tion per cent, of the oash to the liabilities /on deposits of the 
Presidency Banks has been 33 and of Exchange Banks 20, on an 
. average, that of the joint stook banks has not exceeded 15 or 16. 
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The position has steadily improved during the past few years. 
The following table shows the proportion per oent. of cash to 
liabilities on deposits of the several classes of banks on 31st 
December of each year 



1910 

1 

1913 

1914 

1915 

1916 

1918 

1920 


p. c. 

p. c. 

p. c. 

p. c. 

p. c. 

p. c. 

p. c. 

I Presidency Banks ... 

31 

36 

46 

34 

35 

29 

30 

II Exchange Banks— 








(1) Eanks doing a con¬ 
siderable portion of 
their business in India 

16 

19 

28 

19 

25 

20 

30' 

(2) Banks which are mere¬ 
ly agencies of large 
banking corporations 
doing business in Asia 

21 

17 

26 

41 

35 

44 

5& 

III Indian Joint Stock 

Banks— 


II 






(a) Banks having capi¬ 
tal and reserve of 5 
lakhs and over. 

11 

1 

18 

21 

22 

24 

23 

23 

(i) Banks having capi¬ 
tal and reserve bet¬ 
ween one lakh and leas 
than 5 lakhs. 

... 

16 

22 

t 

22 

1 7 

24 

r 

18 


The lesson of the bank failures seems to have been taken 
to heart and the joint stock banks now evince a desire to main¬ 
tain ajatrong cash position; and this tendenoy was especially 
marked in the abnormal conditions created by the war. 1 


1 The remarks made by certain shrewd observers in connection with the 
position of these banks before the failures of 1913-16, have proved almost 
prophetic. Mr. Keynes wrote :— 

In the case of the smaller Banks, dealing, as they are, with clients to 
whom banking is a new thing, and in a country where hoarding is still domi¬ 
nant, the cash balances seem, from available indications, to be hopelessly in¬ 
adequate ; and it is hard to doubt in the next bad times, they will go down like 
nine pins. If such a catastrophe occurs, the damage inflicted on India will 
be far greater than the direct loss falling on the depositors. ”—Indian Cur- 
rencyand Finance. 
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.Although banks have to provide for an adequate holding of oash 
against their deposits liabilities, it will vary from one olass of 
hanks to another and will depend upon the nature of its busi¬ 
ness and its requirements of safety. What is a safe margin 
•for one type of bank, may be quite an insufficient proportion in 
the oase of another. What is to be avoided by an ordinary 
deposit and oommeToial bank is the looking up of a large 
portion of its funds in assets not easily realisable; a and 
speculation. 

199. Proposed Restrictions The failure of so many 
banks led^the >publio and Government to oonsider whether it 
would not be desirable to impose certain restrictions upon firms 
and individuals who used the words ‘banks,’ ‘bankers,’ or 
their equivalents, thereby gaining an amount of undue prestige 
in the eyes of people and attracting too large a quantity of 
deposits. /The Government of India, therefore, issued a 
circular in August 1913, asking Provincial Governments to 
communioate to them the views of the commercial com¬ 
munity and others on this point./They suggested restrictions 
that would be desirable in the following matters The 

prescription of a minimum amount of subscribed bapital; 
<2) a stipulation that an adequate portion of suoh capital 
should be duly paid ; up within a reasonable period from the 
starting of the business; (3) a restriction on the full allocation 
of profits to dividends pending the building up of an adequate 
reserve ; (4) a restriction as to taking up by a‘bank’ of busi¬ 
ness outside that of banking in which the banking profits 
might be lost. X Some restrictions of the nature proposed by 
Government are dearly neoessary in the interest of the public 
as well as of a healthy growth of Indian joint stock banking. 
But any banking law that may be passed, should be suoh as 
will not hamper the growth of legitimate and Bound business 
and as will only proteot healthy development from the competi¬ 
tion of unscrupulous and unsound concerns. Wide publicity* 
a developed sense of responsibility and a vigilant and oritioal 
public will be proper checks on unsound banking. 

The eoonomio development of India requires an extension 
of banking facilities in all parts of the country. The people 
have to be taught the benefits of thrift and the advantages, in¬ 
dividual and national, of acquiring the habit of handing over 
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their sayings to banks which will pay interest to depositors and 
■at the same time, which will use the funds thus collected,-for the 
promotion of trade and industry. There Is a great soops for the 
expansion of banking; and oonoerns, small and large, if they are 
conducted along right lines, will be successful and helpful. 
High rates of interest rule in the market- and small business 
men and producers cannot get the neoessary accommodation 
without paying a heavy price. The- ordinary money-lenders 
in towns and villages give credit to their clients, but charge 
exhorbitant rates for their services^ If banks were to colleot 
cash from persons of small means and inspire confidence in the 
publio mind, they would assist in the eoonomio development of 
the country. The right policy for the State to pursue in matters 
like this, is to aim at the mean of the two extremes of too muoh 
interference with freedom of aotion that will discourage enter¬ 
prise and progress and a laissez fairs policy which is calculated 
to prove detrimental to publio interests owing to the scope it 
allows to unsorupulousness and fraud. Some regulation of 
Insurance and provident companies was found to be neoessary 
on this principle and safeguards have now been provided in 
that behalf. 

200. Land and Agricultural Banks .—There are no 
land banks and agricultural banks in India like those in other 
countries.^ Landholders have, therefore, to raise loans by 
mortgaging their lands to money-lenders, and cultivators obtain 
advanoes from the village sowkars for the ourrent expenses of 
agriculture, t Takavi loans are made by Government to cul¬ 
tivators, but they are not popular, and they do not satisfy the 
smallest fraotion of the needs of the people. The indebtedness 
of the Indian rayats is colossaliand attempts made to relieve 
it, like that of the Deocan Agriculturists’ Relief Act, have 
almost failed. z^There are here two problems to be tackled, first, 
to enable the farmer to shake off the burden of the old debts 
and second, to advanoe to him the capital required to oarry on 
his agricultural operations. If there were banks which would 
supply this two-fold oredit, the cultivator’s lot would be vastly 
improved. But he has as yet to rely, where there are no co¬ 
operative credit societies.—and these are too few in view of the 


1 See^Gide’a Political Economy and the next Chapter of thisj>ook. 
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glarge population of the country—on the old oredit machinery 
it riz the money-lender who oharges high rates for his money. The 
bigger landlords who want money for the permanent improve¬ 
ment of their farms or for their ourrent needs of farming, have- 
to faoe the same difficulty. They oan obtain loans on the- 
security of their real estate, but there are no speoial land banks- 
which will lend them large amounts of money at reasonable 
rates of interest. It is not a little disapponiting to find that 
the idea has not been taken up by our Jamindars, Jahagirdars 
and Inamdars. The position of the Qujarat Taluqdar and of 
the estates under the management of the Courts of Wards,, 
points to valuable lessons which may be taken to heart with 
advantage in this respeot. 

We have shown in Chapter V what is the position of tho 
cultivator and the common artisan with regard to oredit and 
supply of oapital. ton one of his pamphlets on Agricultural 
Banks in India, Mr. (now Sir) D. E. Waoha pleads for the esta-c 
blishment of land banks which will emancipate the cultivators. 
He gives an account of the experiment of suoh a bank in Poona 
district whioh was to have been made about the year 1883, and 
argues that, after all, oo-operative credit societies are not oalou- 
lated to slove the problem of agrarian indebtedness. 1 He holds 
sup the Agrioutural Bank of Egypt to imitation in this oountry 
and wishes enterprising men to start suoh banks and oonduot 
them with the assistance of Government^There can be no doubt 
about the fact that the problem of agricultural indebtedness 
ought to-have been boldly faced by the State long, long ago ; and 
the cultivator should have been assisted to throw off the yoke of 
his debt, by means of agricultural banks. In Ireland and in 
Franoe for example, the State *is placing large funds at the- 
disposal of cultivators. This is not to minimise the urgent 
importance of the growth of the co-operative credit societies 
which are calculated to improve the status and economic 
position of the rayat as nothing else can, but to point out the- 
oolossal dimensions of the rayats’ indebtedness and to suggest 
the radioal and effective oure necessary to wipe it out. I Land 
mortgage banka on the lines of those in Germany, will servo 
* useful purpose in India, bringing as they will, owners 


1 See Chapter V as also the next Chapter, 
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of land and of surplus oapital together. What is required is 
enterprise, organization and State help.) The position and the 
needs of landholders of different status'are not the same and 
consequently they cannot be met with any uniform system of 
oredit and banking. The latter must be adjusted to the require¬ 
ments of localities and of classes of landlords and of tenants. 
We shall revert to this subject in disoussing oredit coopera¬ 
tion. 

SOL Industrial Banks: —The want of industrial banks 
is being similarly keenly felt. The Presidency and joint 
stock banks lend their monies for short periods, and they 
cannot afford to look up their funds in ordinary securities or new 
industrial concerns.^ Like agriculture, industries require a 
special treatment, and it has been suggested that banks s hould 
be started for .financing industrial enterprise. State assistance 
Is also invoked in the matter though how precisely it should 
be rendered is a difficult point to settle. Government may 
advance oapital on the seourity of the property of a concern 
when the loan has been recommended by competent authority; 
or it may guarantee a certain rate of interest as it did in the 
case of railway enterprise.^ ^Financing of industries would 
certainly be better done by private banks strongly supported 
and supervised by the Stated And if branches of suoh oentral 
banks were opened in small towns, the producers there would 
derive material benefit from them, and the banks themselves 
would do good business. But the nature of the work expected 
of industrial banks is fundamentally different from that of 
ordinary commercial banks. Their funds must be looked up 
in land, buildings and plant for long periods and their deposits 
must consequently not be subject to withdrawal at short 
notice.'; The purposes for which loans are made have likewise 
to be scrutinized with greater care, and more vigilanoe has to 
be practised over their use. 

Organising oapaoity, natural advantages, reasonable pros¬ 
pects of success, expert advioe and an adequate supply of 
capital are the essential requisites of industrial development. 
No new industries oan be started unless they have the backing 
of meg with capital to finance them or of industrial banks) 
whioh will make it their principal business to support sound 
propositions. Suoh industrial b anks do not exist in this country 
53 
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and their work cannot be done by the ordinary deposit banks. 
Neither the Imperial Bank nor the Joint stock banks nor 
individual bankers oan assume this role, as. they oannot look 
up their funds in industrial concerns for long periods and do 
not possess the expert agency neoessary to sorutinise the 
industrial proposals placed before them. It is just possible for 
the Impeiral Bank to make speoial provision for industrial and 
agricultural finance and suitable sohemes will have to he 
worked out.j£But the fundamental difference between commer¬ 
cial and industrial banking is too important to be ignored or 
minimised. Japan has already equipped herself with industrial 
banks and all other nations have been awakened to the urgent 
need of such institutions, (jdessrs. Tata Sons and Company 
have taken the lead in starting an Industrial Bank with a large 
capital and its progress is being watched with the keenest in¬ 
terest. ; The difficulties it has had to enoounter in the initial 
stages and the limits it has been found neoessary to impose 
upon the nature and the extent of its operations, illustrate, in 
an instructive manner, the characteristic features of this speoies 
of banking. 

202. 1 heir Possibilities The Indian Industrial Com¬ 
mission felt oalled upon to devote its attention to the constitu¬ 
tion and functions of industrial banks that were required in 
this country and considered how far they ought to receive 
assistance from Government. It. examined the position *of 
industrial banks in Germany and Japan to find out if they could 
provide a lesson and a precedent for Indians, With regard to 
the German industrial banks three characteristics were found 
to be striking : (1) the high proportion of their paid-up oapital 
to their total oash transactions; (2) the readiness with which 
they financed industrial and commercial business and parti¬ 
cipated in fresh industrial ventures, by taking up and even¬ 
tually selling blocks of shares in suoh undertakings ; and (3) 
the large measure of control they exercised over the businesses 
financed by them through the appointment of their representa¬ 
tives as directors. It is believed that the banks have had, the 
backing of the ‘'German Government which is anxious to 
stimulate industrial enterprise through them. 

The Government of Japan likewise supports the industrial 
banks in thatfoountry and imposes on them oertain conditions 
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as to the investment of their oapital with a view to ensure 
their sound and successful working. On this evidence before 
it, concerning the part played by banks specializing in indus¬ 
trial finance and the support aooorded to them by the State 
in Germany and Japan, the industrial Commission could not' 
but conclude that the industries in India would materially' 
benefit by a similar system established in this country.** 
The Tata Industrial Bank was started with the object of 
financing indigenous industries on the lines suggested above; 
but many suoh banks are needed for providing adequate 
finance to new ventures. (The business of industrial banks is, 
of course, full of risks and special precautions have to be taken 
by them in lading out their funds.^ The Industrial Commis¬ 
sion has indicated these safe-guards and they relate mainly 
to the judicious use of their capital by the banks. 1 

The six points emphasised by the Commission in this regard 
are, (1) that an industrial bank should possess a paid up share 
or debenture capital high in proportion to its total business; 
(2) that too large a share of its funds should not be used for the 
benefit of any single interest or a group of interdependent 
interests ; (3) that its loans on plant, land and buildings should 
be carefully limited ; (4) that a larger portion of its funds 
should be confined to provision of working oapital; (5) that it 
should provide initial oapital with oaution and shoald not 
itself at first attempt to float new companies, and (6) that each 
class of its business should be judioiously limited to its proper 
proportions. 

( The Tata Bank started work in April, 1918, in Bombay 
without Government assistance,Vand though Government must 
help industries directly in a variety of ways, it is best that 
industrial banks should multiply so as to be able to stimulate 
the development of industries through private agenoy. The 
paid up oapital of the Bank was 70 lakhs at the start and was 
raised to about 2crores within a few years^ The Bank opened 
branches at Calcutta, Hyderabad (Deocan)> Cawnpore, Delhi, 
Lucknow, Madras and in London in oourse of time and com¬ 
bined the business of ordinary commercial banking such aa 


1 Report, para 291. 
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I dealings in exchange, disoount and oyer-drafts, with the finanoe- 
jof industries. Suoh combination was perhaps neoessary to 
(ensure the profitableness of its working in the initial stages. 

' But the decision of its directors recently announced to suspend 
the industrial side of its operations reduces the ooncern, on 
which such high hopes of India’s industrial development were 
built, to the position of an ordinary commercial joint stook 
(bank to the serious disappointment of the public^ The ex¬ 
perience of the Directors of three years’ working was not 
probably such as to inspire confidence about prospect of success 
in the industrial ventures finanoed or proposed to be financed 
by the Bank. It is. in any case, a national misfortune that 
India’s first industrial bank has had to suspend the industrial 
side of its work. The Industrial Commission expressed the 
opinion that “ the establishment of industrial banks working 
on approved lines is of sufficient national importance to justify 
Oovernment assistance”, but having no sufficient material 
before it to allow it to formulate a definite scheme for industrial 
bankB, whether of provincial or imperial scope, it suggested the 
appointment of an expert committee to examine the whole 
question of additional banking facilities and the form which 
Government assistance and oontrol should take. 

203. The Bank Rate The Bank rate is the rate 
whioh is charged for loans against Government securities, 
while the rate of advances on other securities and of discounts 
is slightly higher*. The rates are not the same in the different 
Provinces*^ As we have said above, this business is, at present,, 
done by shroff^ and other money-lenders who deal in hundies. 
They grant accommodation for a few months and charge vary- 
ing rates of interest. The shroffs m big commercial centres 
are a link between petty traders and shop-keepers and the 
Imperial and joint stock banks, the latter discounting their 
bills and thus coming indirectly in contact with the small 
business men. (The bank rate naturally depends upon the 
(stringency or easiness of money and on the intensity of 
^business aotivity in the oountry ; and it regulates the rates 
"for accommodation on different securities. 

The official bank or disoount rate of the Imperial and other 
banks is, however, not identical with the rate that prevails in 
ihe bazars, and the latter is often not muoh affected when the 
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frank rate rises owing to monetary stringenoy which ooours 
periodically. “ The shroffs who finanoe nearly the whole of 
4he internal trade of India, rarely, if ever, discount European 
paper and never purohase foreign or sterling bills. Neither do 
they lend money on Government Paper or similar securities, 
hut confine their advances to the discount of hoondees, to loans 
to cultivators and against gold and silver bullion. The hoondees 
they purohase are, for the most part, those of traders, small 
and large, at rates of discount ranging from 9 to 25 per cent, 
per annum but the hoondees they buy from and sell to each 
other, which are ohiefly the traders’ hoondees bearing the 
shroffs’ own endorsement, rule the rates in the native bazar and 
are generally negotiated, during the busy season, at from 5 to 8 
per cent, disoount. ■ They also disoount their endorsements 
pretty largely with the Presidency Banks when rates are low 
and discontinue doing so when they rise above 6 per cent. 
They also speculate largely at times in Government Paper, 
-especially during the off-season, but rarely or ever hold it or 
lend on it.'* 1 

The bank rates are usually regulated by the intensity of 
demand for money required for financing the export of Indian 
staples to foreign countries and the supply of raw materials to 
large indigenous industries. The money supplied by the shroffs 
usually goes to finanoe the local movements of the staple crops 
from the fields to the markets. . Funds may be taken from the 
banks to return the advances made to dealers by shroffs and in 
that way the two money markets come into contact with eaoh 
other. ^When money is tight, the Presidency Banks will attraot 
deposits for short periods by offering higher rates of interest 
nnd put up their lending rate at the same time. ) The rates are 
naturally high in the busy season and low when trade is slack. 
Thus the half-year ending ( 30th June witnesses higher rates 
than the other six months when there are no crops to be moved. 
The rates are the readings of the financial barometer whioh is 
extremely sensitive to the ohanges in the commercial weather. 


1 Appendices to the Report of the Fowler Committee, page 70. 
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The following table gives the maximum and minimum rates' 
during the years, 1918*21:— 


Bank Rates. 



1913. 

(Pre-war 

year). 

1918-19 

1919-20 

1920-21 

Maximum. 

Minimum. 

s I 

S3 

a 1 

g 

a - 

1 

a 

*2 

s 

Maximum. 

Minimum. 

| 

Qi 

s 

S 

| 

a 

5 


p. c. 

f 

p. c. 

p. c. 

p. e. 

p. c. 

p. c. 

p. c. 

p. e. 

Bank of Bengal 

8 

3 

7 

5 

7 

5 

7 

5 

Bank of Bombay ... 

7 

3 

7 

5 

7 

5 

9 

5 

Bank of Madras 

7 

; 

5 

8 

6 1 

i 

8 

6 

9 

6 


204. The Hand! Rate :—The relation between the 
Bank Rate and the Hundi Rate has been a subject of some 
curiosity. The nature of the dealings of the shroffs who dis¬ 
count hundies with the Presidency Banks has been shown 
above. The big shroffs go to the banks when they have laid 
out all their funds in purchasing the hundies of smaller shroffa 
who may have finanoed the village bania or dealer. There are 
two kinds of hundies, the * hand bills’ or pure finanoe bills, and 
the trade bills. As regards the hundi rate, it “ rises and falls 
with the bank rate proper, though somewhat in advance of it, 
and naturally so, for one is a discount rate and the other a rate 
for day-to-day loans. Thus at the beginning of the busy season, 
the hundi rate would usually be higher than the bank rate ; the 
reverse being the oase when the slaok season is about to begin, 
so that the hundi rate may be said to be a sort of long distance 
Bignal.’" From the report of the Controller of Ourrenoy for 
it is seen that during that year, the average rate at 
whioh shroffs were prepared to discount petty traders’ bills, was 
1 to 2 per cent, higher than the Bank rate in the Caloutta 
bazar. 

The Hundi business of the Presidency Banks often repre¬ 
sents as muoh as one-third of their total advances. The fol- 


1 Appendices to the Report of the Indian Currency Committee, 1019. 
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lowing tables show, as an illustration, in the oase of the Bank 
of Bombay, these proportions and the variations in the Bank 
and the Hundi rates :— 

I 

Bank of Bombay (In lakhs of Rupees ). 


Date 

Bills Dis¬ 
counted 

| Advances 

| Total 


C 30th June 

i 

163-97 

559*46 

723*43 

1909 

C 31st December 

• •• 

266-54 

513*93 

780 47 


( 30th June 


216*29 

580*84 

797-13 

1913 

C 31st December 

• il 

154*29 

551*20 

710*49 


f 30th June 

• M 

98*26 

613*75 

712*01 

1916 

( 31st December 

• •• 

11305 

599*77 

712*82 


f 30th June 

• •• 

82*23 

887*46 

976*68 

1918 

£ 31th December 

Ml 

j 29*69 

i 1193*09 

j 1222 78 


II 

In lakhs of 
Rupees 


1913 

Bank Rate 

Hundi Rate. 

Bills Dis¬ 
counted 

4th April 

... 

7 

7 

238*70 

21st May 


— 

n 

262*37 

4th June 

... 

6 

5 

247*71 

18th June 


5 

4 

207-C0 

14th July 


4 

3i 

222-04 

24th July 


3 

4 

232*57 

8th August 

• M 

4 

5 

241*15 

16th September 


5 

6 

215*96 

7th October 


— 

7 

242*19 

31st October 

• •• 

5 

6 

226*00 
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205* Reserve Treasury System While on this 
question of the bank rate in India, we may refer to the prolong¬ 
ed controversy which has raged round the reserve treasury 
system ofGoveinmenta&d. the artificial stringency which is 
alleged to be created by it though in view of the establishment of 
the Imperial Bank and the transfer to it, of funds formerly kept 
in the reserve treasuries, it has now only an academic interest. 
Apart from the Paper Currenoy and Gold Standard Reserves 
which have nothing to do with the ourrent revenue and out¬ 
goings of Government, the funds of the State are held in the 
treasuries and subtreasuries 1 scattered over the oountry, at the 
head offices and branohes of the Presidency Banks, (in the Re¬ 
serve Treasuries) and in the ‘Home Treasury’ which keeps its 
balances with the Bank of England. By experience it has been 
found that the offioial year should open normally with a balanoe 
of Rs. 18 orores in India and £ 4 million in England. Under 
agreements with the Presidency Banks, Government was 
bound to keep certain amounts of its balances free of interest 
at their head offioes, and in practice, it left with them larger 
balances than those fixed amounts. What amount eaoh trea¬ 
sury should hold had been fixed in the light of experience 
and the surplus balanoes were kept in the three ‘ Reserve 
Treasuries’ in Calcutta, Bombay and Madras, to be drawn upon 

1 “ In the United Provinces there aro 49 treasuries, 40 in Burma, 30 in 
Bombay, 29 in the Punjab, 27 in Bengal, 25 in Madras, 22 in the Central 
Provinces, 20 in Behar and Orissa, 13 in Assam, and 13 mainly in Indian 
States, i. e. political. These ‘political’ treasuries do not have the usual 
fluctuations that are due to different seasons of revenue collections. Of the 
total number of treasuries 46 per cent, are medium, 38 per cent, small and 
16 per cent, large. Q. Findlay 8hirras : Indian Finanoe and Banking, 
page 311. 
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'when required. The following table shows how the Indian 
4>alanoes have been distributed 

In lakhs of Rupees. 


Last day in March 

Trea- 

suries. 

— 

offices of 
Presi¬ 
dency 
Banks 

Branches 1 
of Presi- 1 
dency ] 
Banks 

Reserve 

Trea¬ 

suries 

Total 

1910-14 (Pre-war average) 

9,42 

2,08 

2,81 

7,60 

21,91 

1915 

10,17 

2,62 

3,33 

6,05 

22,17 

1917 

8,26 

5,95 

4,17 

4,56 

22,94 

1918 

7,57 

9,55 

3,40 

2,47 

22,99 

1919 

7,25 

11,81 

3,33 

3,58 

25,97 

Five war years’ average 

8,35 

6,42 

3,60 

4,05 

22,42 

1920 

11,26 

13,66 

3,64 

1,55 

• •• 

1921 

j 7,46 

| 6,40 

... 

... 

... 


It was contended that by looking up crores of rupees in its 
treasuries the Government oause d, in the busy season, a scar¬ 
city of money, and a regular system under whioh loans might 
be made to the Presidency Banks during the time of monetary 
stringency, had been suggested. Government has granted such 
assistance from time to time, but it was naturally reluctant to 
develop it into a regular system whioh it would be bound to 
follow. The creation of special Reserve Treasuries was foroed 
upon Government by the -inability of the Bank of Bombay 
to meet its demand for money deposited with the Bank under 
an agreement of 1866 and for guarding against such dangerous 
contingencies in the future, Government deoided to keep with 
the Presidency Banks only oertain fixed amounts and to hold 
the surplus in the Reserve Treasuries established at Caloutta 
in 1876 and at Bombay and Madras three years later. 

This system whioh locked up and withheld from the mar¬ 
ket large sums of money, oausing the bank rate to mount up, 
had been a long-standing grievance of the banks and financiers 
4n India. And the public feel ing of disoontent was accentuated 
by the -faot that during the five years 1908-13, Government 
55 " 
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balances soared unusually high, and the Seoretary of State* 
'having withdrawn 1 a large portion of them, lent them to approve 
' ed borrowers or deposited them with banks in London.So far 
as the question of a high bank rate in India and the" reserve 
treasury system of Government is oonoerned, we do not think 
that having at their disposal orores of public deposits kept with 
them by Government, the Presidency Banks oould reasonably 
complain against the reserve treasury system whioh was in¬ 
tended to provide a financial safeguard, though we do not 
understand why Indian funds should have been transferred to 
and lent in England and should not have been plaoed at the 
disposal of trade in this country. 

206. Government's Policy In two Notes which he 
wrote as far baok as 1881 and 1899, on this subject, Sir 
James Westland put up a strong defence in favour of the 
system^ He pointed out that there was no analogy in that 
connection between the position in England and that in India, 
jin England, the diminution of the balance in the Bank of 
j England by the whole amount it holds at the oredit of the 
lExc hequ er, would be a small tax upon the whole banking 
baianoe of the plaoe ; and secondly, “ the nexus between the 
Bank of England and the general available cash of the country 
is infinitely closer than that whioh exists in the case of the 
Presidency Banks.” 2 

In view of the fact that banking was progressing rapidly 
in this country, the Presidency and other banks should have 
stood on their own legs and not looked up to Government for 
assistance every time. The fluctuations in the bank rate bet¬ 
ween the busy and the dull season are, no doubt, great in India, 
but Government have to oonserve their resources in view of 


1 The balances for the years 1908—1913. were as follows 



In London 

In India 

Aggregate 


Mill £. 

Mill £. 

Mill £. 

31st March, 1908 

4*60 

12-85 

17-45 

„ 1909 

7-98 

10-23 

18-21 

„ 1910 

... 12*79 

12-29 

35-07 

„ 1911 

... 16-69 

13*56 

30-28 

„ 1912 

... 18*30 

12-27 

30-65 

,t 1913 

8-78 

19*29 

28-07 


J See Appendix II to Chamberlain Commission’s Report. 
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demands likely to be made upon their balanoes, and oannot be- 
ezpeoted to plaoe them at the disposal of banks. It is true that: 
on aooount of the prevalence of the reserve treasury system*. 

. the reserves of the oountry were placed in two water-tight 
oompartments and could not be fully utilized to the serious. 

. inconvenience of trade. The real solution of the problem* 
however, lay in the establishment of a State Bank which would... 

| stand to the Government of India in the same relation as the 
iBank of England does to the British Government) The Govern¬ 
ment Of India held the view they laid down in a letter written 
to the Secretary of State in 1900, viz:—“ Regarding the general 
danger involved in the financing of trade by the Government 
we have before us the words of -Lord Salisbury’s Despatch of ' 
6th May 1875, that ‘/capital supplied by Government, and not 
representing the savings of the community, is a resource on 
whose permanence no reliance can be placed, and whioh there¬ 
fore tends to lead the trade into dangerous commitments.^ The 
warning conveyed in those words still holds good. The Pre¬ 
sidency Banks have excellent reserves, it may readily be 
admitted. But those reserves could not, in the peculiar cir¬ 
cumstances of India, be suddenly converted into oash, and it 
seems, therefore, undesirable that the aocount of one depositor, 
and that one, a Government exposed, as the Government of 
India is, in a most unusual degree, to sudden calls and emergen¬ 
cies, should oooupy a position of such dangerous impor¬ 
tance.” 1 

In taking a review of his financial stewardship, |3>ir 
Willi am Meyer observed in the Viceregal Council - that one of" 
the problems he had wished to taokle, had reference to the 
periodical money stringency whioh is a characteristic of the 
busy trade months of the year in India As the policy of 
i Government of looking up funds in its treasuries had been 
subjected to strong adverse oritioism, the Secretary of State’s 
assent was obtained to a modification thereof and it was 
deoided to make loans to the Presidency Banks in times of 
stringency. t Sir William had to face a difficult situation of' 
financial strain caused by the war and he found it beneficial 
to deal liberally with the Presidency Banks by keeping with. 


1 Appendix 1 to the Cbsmberlain Commission’s Report. 
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-them larger balances, leaving on deposit, till aotually required, 
-the prooeeds of publio loans and avoiding the look up of funds 
in the reserve treasuries. 1 2 

The change of polioy necessitated by the exigencies of the 
war, particularly the need to keep larger balanoes with the 
Presidency Banks for facilitating publio investment in the 
loans floated by Government, is reflected in the following table,* 
which shows the percentage Bhare of the treasuries and the 
Banks in the balances • 


Percentage Share of Government Balances . 



No. on 
March 

31, 1919. 

Pre-war 

average, 

1910-14. 

War 

average, 

1915-19. 

k 

March 

31, 1919. 

District treasuries 

272 

43 

37 

28 

Presidency Banks— 





Head offices 

3 

9 

29 

45 

Branches 

42 

13 

16 

13 

.Reserve Treasuries 

3 

35 | 

18 i 

14 

Total ... 

t 

1 

1 320 ; 

100 

100 

100 


But this did not solve the problem of periodical monetary 
-stringency and of the lock up of funds in reserve treasuries, 
- because in view of emergencies Government felt it desirable to 
maintain its own reserve and could not rely upon the Pre- 
-sidenoy and other banks. On the creation of the Imperial Bank 
of India in 1920, this position was radically altered. From the 
figures given above it will have been seen how the amount 
kept in the reserve treasuries had been gradually reduced and 
pow the whole of the Government balanoes are entrusted to 
the Imperial Bank with the exception of the treasury balanoes 
at places where there is no branoh of the Imperial Bank. 


1 Speech made in presenting the Financial Statement for 1918-19. 

2 G. Findlay Shirraa ; Indian Finance and Banking, page 310. 
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207. Savings Banks Post Office Savin&s Banks 
/have always provided people of the middle class with the- 
| convenience of a secure means of depositing their small savings,. 
\ and they have been availed of by all those who did not care to 
speculate and run after higher rates of interest and dividend 
>at the risk to the safety of their money. “In 1833 with the 
failure of the oommerciai houses of Calcutta, a Government 
Savings Bank was formed to afford to Europeans and Indians 
alike a means of investing their savings apart from the un¬ 
certain influences of commerce- UntiL.188 2-83 the business of 
the Government Savings Bank was conducted by the Presidency 
Banks in Caloutta, Bombay and Madras and by Government 
treasuries elsewhere. The Post Offioe took over the manage- 
' ment of them from that date and in the first year of th» 
existence of a Savings Bank under the control of the Post 
; Office, a great change was manifest and Government had 
- actually to take measures to prevents too rapid increase in 
deposits. In 1911, the deposits, inclusive of interest, amounted 
to 17 crores, of whioh 15^ orores belonged to Indians.” 1 

That the handing over to the Post Offioe of the savings bank 
business was a great facility appreciated by the public, was 
manifested by the rapid increase in the deposits which took 
place after tbe transfer, although Government took steps to 
prevent the progress from being inconveniently brisk. In 
1889-90, the maximum sum receivable was reduced from 
Rs. 3,000 to Rs. 2,000 and in 1894-95, the rate of interest was 
reduoed from 3% per cent, to 3J/& per cent, in correspondence 
with reduction in the rate on Government securities. In 1893 94, 
the balance was Rs. 9 orores; in 1902-03, it was Rs. 11 crores 
and in 1913-14, inclusive of interest, the amount was Rs. 23 
crores. In April 1914 the maximum was raised to Rs. 5,000, 
[but on the outbreak of the War there were heavy withdrawals. 


I Findlay Shirras. “ Government Savings banks were established in 
the Presidency towns between 1833 and 1835. That in Calcutta was founded 
in 1833 after the bank failures of 1832. In 1870 district savings banks wem 
instituted in connection with selected district treasuries. The Post Office 
8avings Banks, opened in all parts of India in ;1882 and 1883, absorbed the 
district savings banks’ business in 1886 and that of the Presidency Savings 
Banks in 1896”—Indian Finance and Banking, page 386. 
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s' The deposits in the Post Offioe Savings Banks form the 
[unfunded debt of the Government of India and are used by it 
I for capital e xpenditure. Government is a big banker and it 
borrows and lends money. Its general balanoes are the source 
from which depositors are paid when they want to withdraw 
their money, and on the outbreak of the War there were heavy 
withdrawals whioh were all met from the balanoes. In 1914, 
Government offered oertain additional facilities to depositors 
by raising the limit of the amount of their annual and total 
deposits as well as by helping their investment in Government 
securities. These facilities drew large deposits from the public, 
j their total amount reaohing 23 orores of rupees in 1914. The 
publio has been recently purchasing large quantities of Govern¬ 
ment securities through the Post Office and many of these 
are held in the oustody of the Accountant General, Posts and 
'Telegraphs, on behalf of depositors. 

The following are some important figures in connection 
with Post Offioe Savings Banks :— 


Year. 

No. of 
Depositors. 

Deposits 
(inclusive 
of interest) 


No. (1,000) 

Rs. (1,000) 

1900-01 

816 

3,90,65 

1905-06 

1,116 

5,50,06 

1907-08 

1,262 

5,94,83 

1909-10 

1,379 

6,00,21 

1911-12 

1,501 

8,78,70 

1913-14 

1,639 

11,60,37 

1914-15 

1,644 

9,60,62 

1915-16 

1,660 

8,16,32 

1916-17 

1,647 

9,38,20 

1917-18 

1,638 

10,16,69 

1918-19 

1,677 

13,45,15 


With- 

(lrawlaa. 


Rs. (1,000) 
3,50,97 
4,91,50 
5,53,39 
5,36,90 
6,80,72 
9,04,76 


Balance of 
Deposits (in* 
elusive of 
interest). 


. ( 1 , 000 ) 
10,04,33 
9,99.26 
5,18,14 
5,86,72 
8,89,85 
3,16,75 
4,89,29 
5,32,12 
6,56,93 
6,58,46 
8,82,44 
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The normal growth of the deposits in the Post Office Sav¬ 
ings Banks was arrested by the set-baok received by them on 
the outbreak of the W ar. The check was, however, only tem* 
porary, and if the amount of the deposits has not returned to 
the pre-war level, the oause is to be sought in the withdrawals', 
by people for investment in war loans and the more attractive j 
rates of interest offered by Government securities. A differ-) 
enoe of 3 per cent, in the two rates of interest, sufficiently 
explains the slow progress of the deposits. The failure of joint 
stock banks in 1913, diverted the flow of money from them to 
the Postal Banks as Swadeshi banks had formerly attracted 
the savings of people of the middle class to themselves by their 
more attractive rates of interest. These tendencies will be found 
clearly reflected in the figures given in the table above. 

^The Presidency and joint stook banks have savings depart¬ 
ments attaohed to them, and here there is an unlimited field 
which must be properly exploited. Small savings of the people 
must be collected to finance trade and industries and thus to 
promote the economic development of the country. Co-opera¬ 
tive societies are now tapping this source,^as we shall show in 
the next Chapter; and the general policy which Government 
has followed since the outbreak of the War in the matter of 
finance, will go a long way in teaching the people the habit of 
saving and lending. ; A special Post Office branch is tacked on 
to the publio loans and contributions are received through the 
Post Office. The first attempt yielded about half a crore; and 
the cash certificates offered in the War Loan as also the opportu¬ 
nity given to contribute to other securities through the Post 
Office, was a step in the right direction. 1 The number of 


1 u We have further opened up new borrowing sources and I refer here 
specially to the postal section of the last three loans and to the cash certifi¬ 
cates. The former method of utilising the Post Office to get into touch with 
the small investor was introduced for the first time in 1915-16 when it gave us 
£ % million ; while in 1916-17 it yielded a little less. But this year the 
postal section of the War Loan produced nearly £ 3 million, a larger sum than 
we raised by ordinary methods in any year between 1907-08 and 1913-14 ; 
while the cash certificates will have given us in this first year of their issue 
.about £ 6i million (gross ), a result exceeding those of any of our public loans 
before the present year.—Speech of Sir William Meyer in introducing the 
Financial Statement for 1918-19. 
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aooounts in the Postal savings bank and the amount of 
[balance of deposits are steadily oreeping up, the respeotive 
/figures representing these, in 1919-20, being 17‘60 lakhs and 
Rs. 2*34 or ores. Though ordinary banks are developing their 
savings bank business, the Post Offioe must make its own 
contribution to progress along those lines. 

208. State Bank 'The question of starting in India, & 
central or a State Bank on the lines of the Bank of England, 
the Bank of France or the Reichsbahk, had been unjjer discus¬ 
sion for several years before the Presidency Banks were amal¬ 
gamated into the Imperial Bank of India in January 1921. In 
India, the note issue is still a monopoly of the State while in 
other countries it is a right conferred upon one oentral Bank, 
or upon a few banks on certain conditions. The Government, 
therefore, has to perform here many functions whioh ordinarily 
fall within the province of a bank. The State has its trea¬ 
suries, (and until recently its reserve treasuries also) supplies 
the currency required for the movement of crops at different 
times and in different provinces, keeps its gold standard and 
currency reserves, meets Council bills and sells sterling drafts, 
borrows here and in England, and lends to approved borrowers, 
in London and to municipal and local bodies and cultivators in 
India out of its surplus balances. The relation of all these 
banking operations and the ordinary transactions of the money 
market, must be very intimate, and it is now maintained 
through the agenoy of the Imperial Bank. But it is felt that 
in the interests of trade and of the general publio, it would be 
tnuoh better if Government transferred all the above functions 
to the Imperial bank, of oourse, carrying on its business, more 
or Icbs, under State supervision and oontrol. 

The idea of a oentral bank for India was mooted as early 
as in 1836, and the first Indian Finance Member-wrote a minute 
on the subjeot in 1859. A scheme for the amalgamation of the 
three Presidency Banks into suoh a Central Bank, was formulat¬ 
ed in the year 1867, but nothing further was done and the ques¬ 
tion formed the subjeot of discussion again in 1899 and 1900. 
Both the Secretary of State and the Government of India were 
favourably disposed towards the idea, but it was temporarily 
abandoned as it was thought that the time was not propitious ; 
and'provincial and personal jealousies’were also a cause of 
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the abandonment of the scheme. It was revived thirteen years 
later and oame up for consideration before the Chamberlain 
Commission. But the latter deolined to express any definite 
Views on it and to make any recommendations about it in the 
absenoe of sufficient material and an opportunity for adequate 
;discussion. ^Mr. J. M. Keynes, one of its members, however, 
drew up an*exhaustive Note dealing with the proposed Cen¬ 
tral Bank and attempted to show how such a Bank was not 
only desirable but also perfectly feasible. He has given an 
outline of the constitution and functions of an Indian State 
Bank and discussed arguments in favour of and against it. 

Expert opinion on the question was divided. Some did not 
think that the one bank, however large it might be, would be 
able to satisfy the needs of such a continent as India, and they 
favoured the continuation of the three Presidency Banks. (They 
felt that what was wanted was only a suitable adjustment of 
the existing machinery to the growing requirements of the 
country. (They apprehended a danger in this * plaoing all the 
eggs in one basket;’ and were not sure that the position of 
Government would be improved with a central bank rather 
than without one. What was wanted, they urged, was not a 
concentration of banking but more Indian banks oonduoted by 
Indians. 1 There was some force in this view, but the idea 
of a Central Bank was worth giving effect to provided the 
interests of the public were properly safeguarded and the econo¬ 
mic development jof the country was promoted thereby. In 
fact, the need of a large central State Bank was being more 
keenly felt every day. With the expansion of the paper cur¬ 
rency and of the foreign and internal trade of the country, the 
importance of effectively organizing India’s financial strength 
had become very great. The Gold Standard and Paper Currenoy 
Reserves had grown enormously and had been invested in 
London. The time had, therefore, come when a large State 
Bank must be started in India either by the amalgamation of 
the Presidency Banks or independently of them. The State 
Bank.would, in no way, have retarded the development of the 
ordinary banks; on the contrary, the position of such banks 


1 See Report of the Chamberlain Commission. 

57 
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would have beoome more secure with a central bank to support 
them. There was enough oapital in India to finanoe suoh a 
bank; and through its branches it was expected to keep itself 
1 in touch with the trade of the different provinces. It would* 
likewise, have taken up exchange business and many of the 
difficulties whioh Government experienced in this oonneotion, 
under existing conditions, were expeoted to disappear. 

209. The Amalgamation of Presidency Banks:— 

Almost all the projects formulated for a State Bank in India* 
had taken the amalgamation of the Presidency Banks as the 
basis of their constitution, andfche scheme suggested by Prof. 
Keynes also was founded upon the same idea. The extent of 
the transactions of the Presidency Banks, the experience they 
had accumulated and the business relations they had establish* 
ed, rendered it impossible to keep them out of a soheme of a 
oentral bank for India and to erect a large national banking 
institution over their heads. ; And in faot, it was the difficulty 
of their coming to an agreement among themselves, with regard 
to amalgamation, that had stood in the way of the formation 
of a central bank. The Bank of England and the Bank of 
France are ordinary joint stock concerns, standing in special 
relation to ths Governments of those countries, and the Presi¬ 
dency Banks oombined into a new oentral bank, could occupy 
the same position with respect to the Government of India. 

One objection raised against the amalgamation of the 
Presidency Banks into a ‘ Central Bank’ as distinguished from 
a ‘ State Bank,’ was that, being m ainly under European control* 
the proposed Bank, though benefiting by larger amounts of 
public money placed at its disposal* was not calculated to 
serve the interests of Indian merchants!) The example of the 
Bank of Madras was cited to show how not a single Indian 
had been able to get on the board of directors of the Bank 
though its dealings with Indians had been large. Though latterly 
an Indian had been put upon the Board of the Madras Bank and 
the longstanding Indian complaint had been met, public 
opinion was naturally distrustful in matters where Indian 
interests were likely to be sacrificed and this distrust was not 
.entirely without foundation.^The Industrial Commission found 
/it neoessary to refer to the difficulty experienced by Indian 
| industrialists in securing accommodation from the President 
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jBanks; and it was not a groundless fear that under the 
i management of the central board and the provincial boards of 
the Central Bank, on which Indian interests would not be 
properly represented, the latter were not likely to be adequately 
looked after and promoted. Then again, the amalgamated 
Bank was to leave the field of foreign exchange business to the 
Exchange Banks though it oould have taken up the remittance 
business on behalf of the Secretary of State and seoured 
full aocess to the London market. /The powerful Exchange 
Banks have always resisted the enoroa&hment of the Presidency 
Banks on their preserve and their monopoly was not going to 
be invaded. The note issue was, for the time being, not to be 
transferred to the central bank whioh was, however, to secure 
the reserve treasury and other balances of Government. The 
scheme was, therefore, oritioised as a half-hearted measure, 
not calculated to subserve public interests as a State Bank was 
expected to do. 1 

CThe boards of directors of the three Presidency Banks 
submitted the scheme of amalgamation and the constitution of 
an Imperial Bank to their shareholders and obtained their 
sanction to the scheme early in 1920 in view of the necessary 
legislation that was proposed to be undertaken at the Maroh 
session of the Supreme Legislative Council. But the introduc- 
tion of the measure had to be postponed on aocount of the 
demand of members for time for the consideration of the 
important issues raised by it. The Presidency Banks pressed 
upon their shareholders the urgency of amalgamation on the 
ground that post-war economic developments rendered it im¬ 
peratively necessary. The directors maintained that “ failure 
to take advantage of the present opportunity to meet the 
undoubted public desire by amalgamating the three Presidency 
Banks in an Imperial Bank of India might result in Govern¬ 
ment being forced to establish a State Bank on purely official 
lines and to withdraw their connection with the three Pre¬ 
sidency Banks.” They also emphasised the danger of foreign 
banks obtaining a voice in the monetary affairs of India 
to the detriment both of Indian and British interests if 
the Presidency Banks did not rise to the height of their 
opportunity and allowed the Indian field to be occupied by 
them. 
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210. Outline of the Scheme i—Excepting the manage^ 
ment of note issue, and therefore of the Currenoy Reserve, and 
of the Gold Standard Reserve and the coinage of rupees, th» 
Central Bank was to transact all the banking functions of Gov¬ 
ernment who would plaoe all State balances at its disposal. It 
was not to compete with the regular Exohange Banks, but 
would nevertheless have facilities for rediscounting bills of 
exohange relative to Indian trade drawn in rupees or in 
sterling. The Bank’s London Office would' prove of material 
help to its constituents in the matter of remittance and in¬ 
vestments in London as well as the promotion of their com¬ 
mercial and other interests there. The Publio Debt work would 
remain in the bands of the Bank and would be decentralised 
instead of its being centralized at Calcutta as under existing 
arrangements. 

A oentral board, having under it local boards at the three 
Presidency towns, would be the governing body of the Imperial 
Bank and would oonsist of a general manager or two general 
managers, the Controller of Currency and the President and 
Vice-President of each local board and the secretaries and 
treasurers of the looal boards, the latter having no voting 
power. The functions of the Central Board would be to deal 
with matters of general policy and it would have general 
power of control over the looal boards. It would also deter¬ 
mine the distribution of funds and the fixation of the Bank 
Rate and would be responsible for the publication of the Bank's 
weekly statements. The local boards would retain their ex¬ 
isting constitution and would deal with the ordinary day-to- 
day business in their respective territories and new looal 
boards might be formed at other centres in the near future. 
The Bank would undertake to start one hundred new branohes 
in the oourse of five years from its establishment so as to deve¬ 
lop Indian banking and to afford the public opportunities for 
investment. 

The outline of the proposed scheme of amalgamation 
was as follows:— 

“ The total authorised capital with the reserve fund of the Imperial 
Bank of India will be Ra. 15,00,00,000 of which the authorised share capital 
will consist of 225,000 shares of Bs, 500 each representing Rs. 11,26,00,000 
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and the reserve fund Rs. 3,75,00,000. At the present time the fully paid 
<up shares of the three Presidency banks are as follows 

Rs. 

Bank of Bangal, 40,000 shares Rs. 500 each ... 2,00,00,000 

Bank of Bombay, 20,000 shares of Rs. 500 each ... 1,00,00,000 

Bank of Madras, 15,000 shares of Rs. 500 each ... 75,00,000 

Total ... 3,75,00,00 

It is proposed that the paid up capital of the Imperial Bank shall be 
Rs. 5,62,50,000 and that’the reserve fund shall be increased to Rs, 3,75,00,000. 

To effect this :— Rs. 

The Bank of Bengal has to contribute share capital 3,00,00,000 

Reserve ... ... ... ... 2,00,00,000 

Total ... 5,00,00,000 

The Bank of Bombay has to contribute share 

capital ... ... ... ... 1,50,00,000 

Reserve ... ... ... ... 1,00,00,000 

Total ... 2,50,00,000 

The Bank of Madras has to contribute share 

capital ... ... ... ... 1,12,50,000 

Reserve ... ... ... ... 75,00,000 

Total ... 1,87,50,000 
Grand Total ... 0,37,50,000 

For this purpose 150,000 new shares of the nominal value of Rs. 500 
•each will be issued by the Imperial Bank of India on which the sum of 
Rs. 125 will be payable. Out of this total issue, 80,000 shares will be 
alloted at par to the registered shareholders of the Bank of Bengal, 40,000 
shares will be alloted at par to the registered shareholders of the Bank of 
Bombay, and 30,000 shares to the registered shareholders of the Bank of 
Madras at the price of Rs. 225 per share. The result of this will be 
that each shareholder in the Bank of Bengal will exchange his present 
holding of shares for an equivalent number of fully paid shares in 
the Imperial Bank and, in addition, will receive two new shares at par 
of the Imperial Bank for every share so exchanged, on which latter new 
••hares Re. 125 will be immediately called up and payable ; shareholders of 
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the Brink of oBmbay will make a similar exchange and receive a like allot- 
raent and the share holders in the Bank of Madras will also exchange on ther 
same terms and receive a like proportion of shares of Rs. 125 called np at the 
price of Rs. 225 per share. All future calls on the partly paid shares of the 
Imperial Bank will be payable at par.” 

211. The Bank Act of 1920 -The amalgamation sohema 
received statutory shape and legislative sanotion by the Im- 
perial Bank of India Aot (XLVII of 1920 ). We extract the- 
following summary of the Act from the Report of the Currency 
Department for 1920-21Under the new Aot, the oontrol of 
ithe Bank is entrusted to a Central Board of Governors with 
Local Boards at Calcutta, Bombay and Madras and suoh other 
plaoes as the Central Board, with the previous sanotion of the 
Governor General in Council, may determine. The Central 
Board of Governors consists of 

(a) Managing Governors, not exoeediDg two in number, 
appointed by the Governor General in Counoil on recommenda¬ 
tion by the Central Board ; 

(b) the Presidents, Vice-Presidents and Secretaries of 
the Looal Boards; 

(o) the Controller of the Currency, or other offioer nomi¬ 
nated by the Governor General in Counoil ; and 

(d) not more than four non-offioials nominated by the 
Governor General in Connoil. 

Representatives of any Looal Boards, which may be con¬ 
stituted, may be added at the discretion of the Central Board. 

- The Controller of the Currency and the Seoretaries of the 
Local Boards are entitled to attend the meetings of the Central 
Board but not to vote. Under the agreement with Government, 
however, whioh will be referred to later, the Governor-General 
in Counoil is entitled to issue instructions to the Bank in 
respect of any matter whioh in his opinion vitally affeots his 
financial policy or the safety of the Government balanoes, and 
if the Controller of the Ourrenoy or suoh other offioer of 
Government as may be nominated by the Governor-General in 
Counoil to be a Governor of the Central Board shall-give notice 
in writing to the Managing Governors that he oonsiders that 
any action proposed to be taken by the Bank will be detrimental 
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to the Government as affecting the matters aforesaid suoh 
aotion shall not be taken without the approval in writing of 
the Governor-General in Oounoll. Undjfite Imper ial Ban k o f^ 
India Act, provision is made for the increase of the capital ofj 
the Bank. The Capital of the three Presidency Banks consisted, 
of 394 orores of rupees in shares of Be. 500 eaoh, fully sub- l 
scribed. The additional oapital authorised is 714 orores in I 
shares of Bs. 500 eaoh, of which Bs. 125 has been called up, 
making the present oapital of the Bank Bs. 11|4 crores, of : 
which Bs. 5,62,50,000 will, on completion of the first oall on the j 
new shares, have been paid up. The reserve fund of the Bank ; 
is 3 crores 45 lakhs and on the 28th January 1921, the first 
balance sheet showed the Government balanoe at Bs. 7,96,50,000, 
other deposits at Bs. 76,43,40,000 and cash at Bs. 27,04,85,000 ; 
with a percentage of cash to liabilities of 31.94. 

The Imperial Bank of India follows the Presidency Bank 
Act of 1876 in defining absolutely the olass of business in which 
the Bank may engage, though the older limitations are modified 
in some minor points. It permits for the first time the oonstitu^ 
tion of a London office and the borrowing of money in England 
for the purpose of the Bank’s business upon the seourity of 
assets of the Bank, but not the opening of oash oredits, keep¬ 
ing cash accounts or receiving deposits in London except from 
former customers of the Presidency Banks. The Act provides 
for an agreement between the Bank and the Secretary of State, 
and this agreement^ which was signed on the 27th January, 
1921 and is for a period of ten years, determinable thereafter by 
either party with one year’s notioe, provides, inter alia, tot 
the following important matters • 

(1) All the general banking business of the Government 
of India is to be oarried out by the Imperial Bank. 

(2) The Bank will hold all the Treasury balances at 
Head quarters and its branohes. This involves the abolition 
of the Beserve Treasury system. 

,.. (3) Within five years the Bank undertakes to open 100 

new branohes, of whioh the Government may determine the 
location of one in four. It may be mentioned here that the 
branohes and agencies of the three Presidency Banks prior to 
the date of amalgamation numbered 69, including -the Colombo 
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branoh of the Bank of Madras. The Bank of Bengal had no 
branches prior to the proposal to transfer Government business 
to the Bank in 1861-62, but no less than 18 brandies were 
established before 1868. 

• (4) The management of the public debt will continue to 

be conducted by the Bank for a speolal remuneration. 

(5) The Bank is entitled to transfer itB funds through 
Ourrenoy free of oharge, and Government will discontinue the 
issue of ourrenoy transfers or supply bills to the publio between 
any two places in which a Local Head Office or a branoh of 
the Imperial Bank is situated. The Bank in return undertakes 
to give the publio every facility for the transfer of money bet¬ 
ween its Looal Head Quarters and branohes at rates not exceed¬ 
ing such rates as the Controller of the Currency may by spec¬ 
ial or general direction approve. 

The maximum rates approved by the Controller of the 
Currency, which are uniform throughout India and Burma, for 
all telegraphic transfers or drafts issued by the Bank are 
as follows 

For amounts of Rs. 10,000 and over.1 anna per cent. 

For amounts of Rs. 1,000 and over but less than Rs. 10,000 
.2 annas per oent, 

For amounts less than Rs, 1,000 the rates will be at the 
discretion of the Bank. 

At the same time the opportunity was taken to bring the 
rates for Government ourrenoy transfers and supply bills into 
line with the rates approved for the Bank, the rates previously 
having ranged from 1 to 2 annas between treasuries in the 
same provinoe and from 2 to 4 annas between a treasury in 
one province and a Ourrenoy Offioe or a treasury -in another 
provinoe. 

In oertain respeots, it will be observed, the Imperial Bank 
of India oocupies the same position in this country as the 
Banks of England and Franoe do in those countries. But there 
are important points of difference which ought to be carefully 
noted. Those banks are bankers’ banks enjoying the power of 
note issue as a monopoly, keeping the gold reserve of the ooun- 
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ftry and performing certain well-defined and specialized func¬ 
tions. \The Indian Bank has still to reoeive from the hands 
of Government the operations oonneoted with the note issue 
and business of remittance of funds between India and 
-London. 

212. India's Banking Position:-— After the description 
we have given so far of the condition of banking in India, it is 
not necessary to repeat that the need of expansion in this con¬ 
nection is urgent. With respect tobanking facilities And the 
amounts handled by banks, there is no comparison between the 
position of India and that of western countries. That there is 
a growing tendenoy among the people towards banking their 
savings, investing them in shares of industrial concerns and in 
Government stock and depositing them with the indigenous 
bankers or with joint stock and other banks, oannot be doubted./ 
/But the use of cheques is restricted to large commercial centres 
and is rare outside Presidency towns and cities. The total 
aggregate deposits of British banks amount to about £ 2,000 
million whioh is nearly nine times the deposits in India.jj As 
banking economises the use of metallic currency, stimulates 
and mobilises national credit, enoourages thrift, facilitates 
the transfer and exchange of wealth and assists trade and 
industry, the eoonomio development of India must be condi¬ 
tioned by its expansion, v Jt is through sound and enterprising 
banking that the natural resources of the country may be 
effectively exploited .') A steadily increasing number of Indians 
nauBt, likewise, be trained to organize and manage the country’s 
credit operations and institutions. /The present dependence 
of the country on foreign agency for its banking arrangements 
must be steadily remedied, and the finance of Indian trade, 
internal and external, will have to be managed and controlled 
by Indians themselves. \ 

England, the U. S. A. and Germany have evolved systems 
of banking peculiar to themselves and none of them oan be 
slavishly imitated in this country. Political, eoonomio and 
social causes are responsible for the difference. But India 
can learn useful lessons by a comparison of her conditions and 
needs with them. The following statistical tables bring out 
the. contrast between England and India, respecting the bank¬ 
ing position 
58 
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Current and Deposit Accounts. 


1 

! 

1918-19. 

P. C. of 
Liabili¬ 
ties. 

1919-20. 

P. 0 . of 
Liabili¬ 
ties. 

Increase. 

English 


Mill. £ 


Mill.fi 

■ 

Mill. £ 

p.c. 

Joint Stock 

••• 

1583*4 

90*9 

1874-1 

87*9 

+290-7 

18*3 

Private 

• a# 

51*2 

91-6 

56-2 

2-09 

4-4-9 

97 

Scotland 


232-0 

81*1 

259*6 

81*2 

437*5 

16*9 

Ireland 

... 

4* 

131*6 ; 

74-9 

166-2 

79*2 

434-6 

26-4 

Total 

... 

1988-3 

88-5 

2356-2 

86*2 

+367*9 

18*5 * 


While the deposit per head of the population in England 
is about Rs. 500, the corresponding amount in India can not be 
put at a higher figure than Rs. 6. The following tables will 
be found instructive:— 


Population of areas served by the Presidency Banks 
and the per capita deposit in each Bank} 


Name of 
Bank. 

Area served by the Bank 
(Head office and branches). 

Total popu- 
I lation of 
the area at 
last 

census. 

Total 
private 
deposits in 
the Bank 
in 1918. 

Deposit 
per head 
of popu¬ 
lation. 



(1,000) 

as. (i,ooo) 

' 

Rs. 

Bauk of 
Bengal 

Bengal, Burma, Assam, 
Bihar and Orissa, Central 
Provinces, United Provinces, 
Punjab, Delhi, North-West 
Frontier Province and the 
Hyderabad State, 

i 

206,288 

23,92,99 

. 

1.16 

Eank of 
Bombay 

Bombay Presidency in¬ 
cluding Sind, Berar, Indore, 
and Baluchistan. 

33,136 

17,49,85 

515. 

Bank of 
Madras 

Madras Presidency and 
Mysore. 

| 52,023 

9,34,91 

1 83 


1 The figures refer to the census of 1911 and include the population of 
Native States situated within provincial boundaries. 
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Deposits in Banks in India. 


Year. 

Presidency 

Banks 

and 

Branches. 

Exchange 

Banks 

(Deposits in 
India only). 

Indian 
Joint Stock 
Banks. 

Total. 

. 

Rs. 

(1,000) 


Rs, 

(1,000) 


Thirtyfive years ago (1888) ... 

9,77,12 


1,14,86 


Twentyfive years ago (1898)... 

15,92,10 


5,38,19 

31,45,60 

Fifteen years ago (1906) ... 

30,52,93 


11,55,49 


1907 ... 

31,47,04 


14,00,29 

64,64,34 

1908 ... 

31,87,32 

19,51,52 

16,26,09 

67,64,93 

1909 ... 

35,84,79 


20,49,10 

76,61,31 

1910 ... 

36,58,01 

24,79,17 

25,65,85 


1911 ... 

38,58,29 


25,29,11 

92,04,30 

1912 ... 

30,11,48 

29,53,62 

27,25,98 

m 

1913 ... ... 

42,37,16 



BMW 

1914 ... 

45,65,60 


18,37,12 

94,17,48 

1915 ... 

43,49,96 

33,54,56 

18,78,64 


1916 ... ... ... 

49,91,45 

38,03,88 

25,72,28 

1,13,67,51 

1917 ... 

75,43,02 

53,97,53 

32,16,21 

1,60,96,76 

1918 ... 

j 59,62,03 

61,26,33 

42,14,83 


1919 ... 

75,93,61 


61,27,96 

2,11,57,47 

1920 ... 

87,64,53 

74,80,71 

73,48,10 

2,35,33,34 


213. The Prospects :—The Indian banking systemj- 
consists, it may be stated in summing up, of the Imperial Bank; 
at the top and the village sowkars at the bottom, with the; 
Exchange and the Indian joint stock and co-operative banka 
and the shroffs in the middle. The habit of depositing saving a 
at a bank and using paper substitutes and instruments of credits 
for money can grow only slowly. The war has given a stimulus \ 
to this tendenoy whioh was evident already before it. Th»«'j 
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closer association of people of all olasses and oooupations with 
rthe system of banking is necessary to ensure a rapid and 
healthy growth. Mutual confidence, organization and the 
adoption of the more efficient modern methods of oredit in all 
dealings, will be the conditions of progress and there are indioa* 

- tions that development is proceeding along these lines. Banks 
manufacture oredit for their customers, and- the two together 

- make a small amount of oash go as far as it is possible to 

- take it. 

The use of currency notes in internal circulation, for the 
■f financing of crops, is increasing, and they are taking the place 
of rupees in the finanoe of jute, rice, wheat, ootton and oil 
seeds. They are largely fiduciary money and- their success 
lies in public confidence in encashment. The rural population 
does not indeed find notes convenient to keep and to handle ; 
the 214 rupees note never found much favour with the publio 
and the 1 rupee note is not a good substitute for the silver coin. 
Nevertheless, the last note is now a familiar feature of the 
bazars and is readily aooepted by the shop-keeper, the craftsman, 
the cabman and the labourer. The notes of the higher denorai- 

- nations suoh as those for Rs. 5 and Rs. 10, have a wide vogue, 
and even in small towns much difficulty is not experienced 
now-a-days in negotiating them. The hundi is, of course, a 

- common instrument of oredit among tradesmen every where 
and dealings in foreign trade are being effected on a larger scale 
through such bills. Overdrafts, cash credits and aooeptanoes 
are naturally restricted to oities and the higher ranges of trade ; 
but oredit is being slowly demooratised through suoh agenoies 
as the co-operative movement and some of the more enter¬ 
prising joint stock banks. 

Cheques whioh constitute fiduciary money that is not legal 
‘ tender, do not yet form an appreciable proportion of the total 
•circulation of the media of exohange in India. Their growth 
depends upon the progress of modern banking and -of deposits 
subjeot to withdrawal through their instrumentality. It is 
only the commercial, professional and other wealthy olasses 
who have regular banking acoounts that may be drawn upon 
for payments that make use of oheques. Some idea of the 
extent to which oheques are used by the people may be had 
.from the statistics of the olearing houses. The clearing house 
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system is intended to save the trouble, time and money required 
to liquidate the indebtedness of banks to one another, created 
through cheques drawn by their customers and paid to their 
account./^The transfer of funds a faoililated between a person 
who wishes to make a payment and the one who has to reoeive 
it if both have accounts at the same bank and only debit and 
credit entries need be made in the bank’s books or even at 
different banks, or if one has a banking account and the other 
passes on the cheque by endorsement or oashes it. tThe balance 
of banks’ indebtedness to one another can be struck each day 
if their representatives meet together for the purpose, and the 
clearing house is the device used by them to that end.\ The 
dimensions of the clearings effected through the clearing'house- 
in India will be seen from the following table:— 


Clearing House Statistics. 

(Iu crores of Ka- 


Year 

Calcutta 

Bombay 

| Madras 

Karachi 

Rangoon 

Total. 

1914-15 

266*9 

157*83 

18*8 

11*6 

431 

498-3 

1915-16 

352*3 

1771 

20*2 

14*0 

39*5 

603*3 

1917-18 

524*9 

383*5 

23-0 

22*1 

528 

1006*4 

1919-20 

1055*7 

883 0 

33’ 9 

231 

94*7 

1 2090-6 

1920-21 

1439*9 ! 

1315*9 

75*7 

j 33-4 

■ 

104*8 

2969*9 


The recent increase exhibited by the above figures is ac-5 
counted for by the large payments whioh have been made ini 
connection with Government loans, Treasury Bills, the sales: 
of gold and the purchase of sterling drafts on London. It is i 
difficult to trace to what extent precisely oheques are being' 
used in ordinary business transactions. The impression, how¬ 
ever, is that their use is steadily on the inorease. Cheques have 
now entered into oo-operative banking as we shall show irt 
the next chapter. 
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The Co-operative Movement. 


REFERENCES. 

IIenk* Wolff : People's Banks ; and Co-operation in India: H. Calvertt 
The Law and Principles of Co-operation in India ; Indian Co-operative 
Studies, edited by Mr. R. B. Ewbank; Mr. Caird’s Report on the Economic 
Condition of India ; Reports of the Famine Commissions ; Report of the Dec- 
can Riots Commission ; Correspondence respecting Agricultural Banks in In¬ 
dia ; F. A. Nicholson : Report regarding the institution of Land and Agricul¬ 
tural Banks in the Madras Presidency, 1895 ; Report of the Committee on the 
establishment of Co-operative Credit Societies in India ; J. R. Cahill : Report 
on Agricultural Credit and Agricultural Co-operation in Germany ; Charles 
Gide: Consumers’ Co-operative Societies ; Provincial Reports of Co-operative 
Societies in India ; Government of India’s Resolution of 1914 on Co-operation; 
Maclagan Committee’s Report on Co-operation ; Annual Statements showing 
progress of the Co-operative Movement in India. 

214. Principle of Go-operation :’—Competition, speci¬ 
alization and concentration are three chief features which 
characterise the modern organisation of industry. They have 
led to production of wealth upon a vast scale, to increased effi¬ 
ciency, to reduction in cost of production and to the cheapening 
of produots. The advantages of the new system are undeniable. 
But it has brought in its train a number of evils and it is not an 
unmixed good. Thus competition leads to deterioration in 
equality and entails hardship upon the week and the backward ; 
specialisation tends to turn the human being into a wealth-pro¬ 
ducing machine ; and oonoentration creates a powerful class of 
capitalists and employers. The individualism with which 
the modern economio organization is permeated, with every 
one competing with every one else and subordinating all other 
considerations to the promotion of 'his self-seeking ends, has 
had a prejudicial effeot upon the progress of mankind. The dis¬ 
advantages of the faotory system are patent and an effort la 
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'being made to remove and minimise them in various ways. One 
-of the ways of aohieving this end is co-operation. 

There is oo-operation of a sort in all departments of life 
and even in modern industrial organization; and it is also not 
incompatible with competition. Employers and workmen co¬ 
operate, and no wealth oan be produced without the co-opera¬ 
tion of the agents of production. Man and the family were 
self-suffioient in undeveloped communities. Inter-dependence 
and co-operation among men and nations is the cause and the 
-effect of progress. But co-operation technically means quite a 
different thing and we are here oonoerned with that meaning. 
It signifies a combination of people having the same interests 
for the attainment of their common ends and it is the negation 
of conflict and of competition under which men strive to take 
advantage of the weakness and helplessness of one another. 1 

The principal object of co-operation, therefore, is to pro¬ 
mote harmony, minimise confliot, to make the weak strong by 
combination, and in aotual praotioe.to eliminate the middleman, 
the employer and the capitalist. Workmen and consumers 
form themselves into groups and oreate a power by means of 
combination whioh, as individuals, they do not possess. The 
profits which are absorbed by the middleman, the capitalist and 
the employer, can then be divided among ths members of the 
groups; and they rejoice in a sense of independence. Some 
•enthusiasts have unbounded faith in the principle of oo-opera¬ 
tion which, they think, will characterise and ought to charac¬ 
terise the eoonomic organization of the future as it will remove 
many of the evils associated with the existing regime. They 


1 “ Co-operation in its technical sense, however, means the abandonment 
of competition in distribution and in production. In distributive co-operation 
the customers who are members of the co-operative societies select one of 
themselves as manager of the store and share any resulting profit As they 
are expected to make no purchase elsewhere, .there is no competition. Such 
•co-operative stores are found principally in Great Britain. They have never 
flourished in America because they have been unable to supply the commodi¬ 
ties as cheaply as the great departmental stores. In productive co-operation 
the object is to eliminate the capitalist and to remove competition between the 
workmen. The labourers elect one or more of their number to control the 
enterprise, and divide among themselves the gains. ”—Seligman i Principles 
of Economics. 
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sea in co-operation an eoonomio and even a moral foroe of great 
potentiality which will prove the salvation of modern sooiety. 

215 Advantages of 60 -operatlon Take co-opera¬ 
tion for purchase and sale as an example. „ The .agriculturist 
or craftsman who wants to buy seed and manure or raw mater¬ 
ial, is at the mercy of the money-lender who is seller and capi¬ 
talist rolled into one. The agriculturist or craftsman has no 
ohoice in the matter of quality and prioe and has to submit 
meekly to the terms of the money-lender. If a number of 
agriculturists or craftsmen, however, combine for the purpose 
of purchase, they can buy on better terms, as regards quality and 
price. Similarly in the matter of sale. Societies formed for this 
purpose, can wait till they obtain better prices for the goods to 
be sold, and the producers need not offer their produoe for what 
it will fetch. When the cultivator is in need of money he is 
content with any prioe the merchant, who is often his creditor, 
will give him, but a co-operative sooiety will make advances to 
its members and will try ^to seoure for them the best prices 
obtainable. 

An individual who wantB capital for the ordinary conduot 
of his business, has not much oredit, and the money-lender, 
therefore, charges him a high rate of interest. He has no 
security to give and the common bank cannot deal with small 
men like him. A society of suoh individuals, however, may 
command, on the joint seourity of its members, better oredit in 
the market and by organization and self-help, they may capi¬ 
talise their honesty. When the element of risk'is eliminated 
from the amount charged for loans, the rate of interest natural¬ 
ly goes lower and the debtors benefit to the extent of the mar¬ 
gin. 

A desire to eliminate the middlemen and to be selfreliant, 
teaches thrift and men learn to lay by and create oapital. In 
co-operation the moral gain is as great as the material, and it 
elevates the masses by making them respect themselves. The 
advantages claimed for oo-operation may appear to be exag¬ 
gerated, but where the principle has been properly imbibed, the 
benefit is real and lasting. We are told that as an effeot of co¬ 
operation, “ the idle man becomes industrious, the spendthrift 
thrifty, the drunkard reforms his ways and beoomes sober, the 
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haunter of taverns forsakes the inn, the illiterate, though a 
grandfather, learns to read and write. It sounds like a tale 
' from wonderland, yet it is all sober faot. ” 1 

The Maolagan Committee on co-operation sums up itg) 
nature and benefits in [the following words:—“ The theory of 
co-operation is briefly that an isolated and powerless individual > 
can, by association with others and by moral development and < 
mutual support, obtain in his own 'degree the material advan -; 
tages available to wealthy or powerful persons, and thereby; 
develop himself to the fullest extent of his natural abilities. By 
the union of forces material advancement is secured, and by 
united action, self-reliance is fostered, and it is from the inter¬ 
action of these influences that it is hoped to attain the effective 
realization of the higher and more prosperous standard of 
life which has been oharaoterized as “ better business, better 
farming and better living’. ” s The progress made by the^ 
co-operative movement in India during the short spaoe of a few; 
years, has been characterized as ‘ phenomenal.'s Co-operation \ 
in India has been mainly direoted towards"^the supply of 
cheap credit. The number of societies formed for the purpose 
of 'consumption, sale, purchase or production, is comparatively 
very small. The movement is going forward by leaps and 
bounds and the number of societies in the whole of India had, 
by 1922, increased to about 42,000 the number.of members 
tol7 lakbs and the working capital to Rs. 25,40,00,000. Com¬ 
pared with Germany and Italy, these figures are oertafnly low, 
but the movement in India is only a few years old, and the pro¬ 
gress made in the first stage of its development, has been 
unequalled in any other country. 

216# The Problem in India The co-operative move- > 
ment in India owes its inception to the failure of the attempts \ 
made by Government for more than a generation to cope with j. 
the serious problem of the deep-seated poverty and the ohronio ’• 
and growing indebtedness of the cultivators who constituted > 
the bulk of the population. (1) With the establishment of j 
peace and orderly government under British rule, the population I 

1 Henry W. Wolff : People’s Banks, 

2 Maclagan Committee’s Report, page 2# . 
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of the country steadily increased, (2) The new form of revenue, 
judicial and police administration, as also the sooial and econo* 
mio evolution whioh went on slowly but surely in the country, 
disorganized the old communal and industrial system. (3) The 
new laws and the systematic execution of the decrees of oourta 
altered the relations between debtors and creditors to the dis¬ 
advantage of the former and strengthened the position of the 
latter. 1 (4) The rigidity of the system of land revenue collection 
and the facility with whioh lands oould be mortgaged to sowkars, 
drove the rayat deeper into the mire of indebtedness. (5) The 
growing dependence of the people on agriculture as the sole 
means of subsistence, which arose out of the decay of indigenous 
industries, intensified this evil. (6) The exhaustion of the soil 
went on apace, and no oapital oould be put into it if the land 
remained in the hands of the rayat, and farming could not be 
efficient if it passed into the hands of the money-lender. (7) 
Periodical droughts and famines caused enormous losses and 
grave misery to the cultivators and rendered them more resour¬ 
celess and dependent. (8)The ignorance and the conservatism of 
the mass of the population combined with a lack of thrift and 
saving habits and facilities, made the situation worse.(9)And a 
kind of material and moral depression seemed to brood over the 
mass of population ; and to diagnose and find remedies for the 
disease became the most urgent and difficult problem that con¬ 
fronted the people and the State. 

This is the impression whioh is left on one’s mind by a 
perusal of the reports of committees and commissions which 
have investigated the problem of Indian famines, the rayat’a 
indebtedness and poverty and the nature and effeots of the 
system of land revenue prevalent in the oountry. For thirty-five 
years before the passing of the Co-operative Societies Aot of 
1904, Government considered the problem from time to time, 
and tried a number of palliatives, all of whioh have been 
pronounoed as failures. It granted takavi advances to cultiva¬ 
tors, passed Agricultural Loans and Land Improvement Acts, 
moderated the rigour of the law in favour of the agricultural 


1 “ The {tenure on the means of subsistence is rendered more serere 
by the moral disorganization produced by laws affecting property and debt, 
not adapted to thejeondition of tbo people.:”—James Caird. 
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klebtor and sought to restriot the power of the latter of alienat- 
, ing his land. But these remedies did not go to the root of the 
disease and consequently there was no improvement. Recurrent 
famine and scarcity focussed attention upon the evil and rules 
were made for mitigating the rigour of the collection of land 
revenue. At last co-operation came to be regarded as the 
eovereign remedy, and in 1904 an Act was passed launching 
the movement into existence. 

217. Failure of Early Efforts .—A system of advances 
to agriculturists from the treasury of the State had been in 
vogue from the commencement of British rule in India and the 
various regulations connected therewith were consolidated by 
Act 26 of 1871 amended by Act, 21 of 1876. The object of this 
Act was to define the purposes for which it was held to be 
legitimate to place a charge on the land, as security for the 
repayment of advances made by the State, to enable improve¬ 
ments to be oarried out, and to give the Government a prefer¬ 
able olaim on the land for suoh repayment.’ ” After eleven yearo* 
experience, it was universally admitted that the Aot was a 
failure. The defects in the Act which were responsible for the 
failure, were sought to be remedied by Act 19 of 1883, the Land 
Improvement Loans Aot and an endeavour was also made to 
encourage the application of private oapital to land. This act 
was followed next year by the Agriculturists* Loans Act (12 of 
1884). “ Under the former Act, money is advanced for specific 
purposes of land improvement, and under the latter for sesd, 
cattle and other miscellaneous agricultural purposes. But the 
objects of the two Acts are closely connected, for it will often 
be the case that in order to make efficient use of his improve¬ 
ment the cultivator will find it necessary to provide himself 
with cattle and manure, well-gearing and the like, if not with 
seed.” 1 2 

It is not necessary to refer in this plaoe to the views 
-expressed by the Decoan Riots Commission in 1876 or to the 
Deccan Agriculturists Relief Aot passed in 1879 whioh created 
a special machinery for inquiring into and adjusting disputes 


1 Famine CoumuBBion’i Report, 1B80. 

2 Report of^the Indian Inigation CommiBeion# 
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; between money-lenders and oultivators and empowered courts 
to go behind the oontraot between the two, to out down interest 
to reasonable proportions and to allow the debtor to pay off the 
debt by easy instalments. Experience of nearly 43 years of the 
operations of the Act is utterly disappointing and there is a 
wide-spread impression that it must go. While the debtor is 
seeking to take full advantage of the provisions of the Act, the 
creditor is too shrewd a person to lend under conditions 
which will inflict a loss upon him. It is believed that the Act 
has had a demoralising effect upon creditors and debtors alike 
and a Committee of inquiry appointed by the Qovernment of 
Bombay, has suggested certain important modifications of the 
Act. 


What could not be fachieved by the kind of measures 
described above, it was believed, oould be accomplished by the 
establishment of agricultural banks, and the subject was much 
discussed in the eighties of the last century. The position is 
well summed up in a despatoh on the subject sent by the 
Government of India to the Secretary of State, dated 31st May, 
1884, thus :—“ The utility of similar institutions in Europe, 
America and Australia is well known to your Lordship, and 
we understand that in the British Colonies especially the pro¬ 
gress of agriculture and the various enterprises connected 
therewith, have been much advanced by the monetary assist¬ 
ance thus afforded to the cultivating and land-owning classes. 
There are indications that India no less than the countries to 
which we have referred, suffers from want of loanable capital. 
The rate of interest is extremely high even where the security 
is of the best description, the agriculturist when in need of 
money for the most prudent purposes, has to pay so dearly for 
a loan that it absorbs the profit of his business. The Deccan 
Ryots Relief Act, the Jhansi Encumbered Estates Act, and 
other similar measures of an exceptional character have tended 
to relieve the peasantry in some localities of a hopeless load of 
debt; but they have not enabled the thrifty and industrious 
cultivator to obtain money for agricultural purposes on easier 
terms or more equitable conditions. / We have endeavoured to 
meet this need in respect of loans fdr- land improvement but 
this is not sufficient. The oultivator requires money from time 
to time for other purposes, and it has been found that if he oan. 
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only borrow for one particular object from the Government, he 
prefers to deal entirely with the money-lender who will lend 
for all purposes. What is wanted, therefore, is a private bank 
whioh will in a measure take the place of the village usurer, 
but whioh will at the same time be bound by the artioles of 
its constitution to restrict its dealings to the more solvent 
cultivators and to supply capital at comparatively easy rates 
and on equitable conditions.” \ 

A number of public spirited men in Poona and Bombay 
and also Gujarat, were prepared to make an experiment in this 
direction, and the Purandar Taluka of the Poona Distriot was 
selected for the purpose. A correspondence ensued on the ques¬ 
tion of the details of the scheme between the Poona Committee, 
the Government of Bombay, the Government of India and the 
Secretary of State. The late Sir William Wedderburn took a 
very keen interest in the matter, and on! 19th Ootober 1883, 
read a paper on the question at a meeting of the Manchester 
Chamber of Commerce. Good fortune seemed to smile on the 
scheme and the authorities in India, Provincial and Supreme, 
were propitious. But in his Despatoh of 23rd Ootober, 1884, 
the Secretary of State raised a number of difficulties, making 
out the bank scheme to be an unsound and impracticable pro¬ 
ject. Here the disoussion praotically ended and nothing fur¬ 
ther was done in the matter. 

218. Beginning of Co-operation .—The Famine Com¬ 
mission of 1901 reviewed the efforts whioh had been made in the 
direction of granting loans and relief to the agriculturists and 
suggested that the only effective remedy lay in the establish-, 
ment of agricultural or village banks of the Raiffeisen type; 
which would carry on their operations strictly on the co-opera¬ 
tive principle. A similar conclusion had been already reached 
by Sir Frederick Nicholson of the Indian Civil Servioe in his 
comprehensive and instructive report submitted to the Govern¬ 
ment of Madras in 1895. “ In this report he described the sys¬ 

tem of co-operation in force in European countries and ex¬ 
amined their applicability to Indian conditions. While it was 
under consideration, a volume entitled ‘ People’s Banks for 
Northern India,’ was published by Mr. Dupernex I. C. S., and & 
few small experimental societies were instituted by Mr. Duper¬ 
nex and other officers in different parts of India. So long. 
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however, as the transactions of these societies were governed 
by the complicated provisions of the Companies’ Act it was 
impossible to expect much progress, and a Committee was, 
therefore, appointed by Lord Curzon iri'1901, under the presi¬ 
dency of Sir Edward Law, to report on the action necessary 
for the establishment of co-operative societies on a proper foot¬ 
ing. >The Committee had the benefit of the advioe of Mr. Henry 
WoTlf, the leading authority in England on the subject, and as 
a result of its recommendations a Bill was introduced in the 
Legislative Council by Sir Denzil Ibbetson and was subsequ¬ 
ently passed as Act X of 1904. ” 1 

As co-operative credit in India was mainly intended to 
assist the agriculturists, it is natural that co-operative credit 
societies in this country should mostly be of the Raiffeisen 
type. The chief features of the Raiffeisen banks are‘(1) limi¬ 
tation of area, so as to secure mutual personal knowledge on 
the part of members; (2) low shares; (3) permanent indivisible 
reserve fund; (4) unlimited liability of members; (5) loans only 
for productive or provident purposes; (6) loans only to mem¬ 
bers; (7) credit for relatively long periods with facilities for 
repayment by instalments; (8) the determination every year 
by the members of each society of the maximum credit that 
may be held by individual members at any time as well as of 
the maximum total of saving deposits receivable and of loans 
that may be taken up by the society; (9) absence of proft-seek- 
ing, dividends if paid being usually limited, as a maximum, to 
the rate of interest paid by borrowers for loans; (10) office¬ 
holders, with the exception of the Secretary, not paid for their 
services ; (11) promotion of the moral as well as the material 
advancement of members and, in particular, the purchase 
of agricultural requisites for sale to members and often the 
procuring of agricultural machines and implements for letting 
on hire to members. ’ 

These features of the village bank are calculated not only 
to supply the cultivator with oheap oredit but to teach him to 
combine with his fellows for oommon interests, to praotise thrift, 
to make productive use of his resources and to build up his 


Government of India’s Resolution on Co-operation in India, 1914. 
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economio prosperity on the foundation of self-help. 1 Credit 
societies, started and oonduoted on the principle of another 
Oerman philanthropist and zealous organizer, Sohulze-Delitzsoh, 
are intended for the benefit of urban people—unlike the 
Raiffeisen banks which serve the rural population—artisans, 
small traders and professional olasses. The founder of these 
societies also believed in thrift, self-help and solidarity but as 
he dealt with the urban population, his banks assumed a more 
businesslike and less altruistic form. Schulze-Delitzsoh banks 
raise funds by shares as well as by deposits, and the liability, 
as in the oase of the other kind of bank, is not unlimited. A 
considerable part of profits is distributed as dividend on the 
paid up portions of the shares. Loans are granted for short 
periods and all servioes are paid. 2 

The area covered by the operations of these banks is larger 
and the banks have generally an air of commercial and profit* 
seeking enterprises. Dependence on personal security, forma¬ 
tion of oharaoter, rendering of mutual help, exeroise of vigilant 
supervision of the use of loans, promotion of moral restraints, 
of publio spirit and of a feeling of solidarity, are of the very 
essenoe of the co-operative movement and these are the charac¬ 
teristic features of the rural banks. The two types of popular 
banks appeal to two different sets of people, living in different 
environments and having different habits and needs. The 
distinction in conditions is real but must not be too rigidly 
insisted upon in all cases. In points of the purposes and 
periods of loans, capaoity for business, mutual relations of 
members, the state of occupations pursued &c. the divergence 
is, however, clearly marked. Hence the difference between the 
constitution and working of the two kinds of banks. 


1 “ It is not merely cheap and facile credit that is required ; it is a 
credit which must indeed be cheap and facile in that it shall ever be at hand 
but it must be credit which shall only be so obtainable that the act and effort 
of obtaining it shall educate, discipline and guide the borrower ; it should 
be granted to those who have learned to think, to plan, to save ; the method 
of providing it must teach the lessons of self and mutual help, and suggest 
the extension of those lessons to matters outside of mere credit ; it must be 
safe not merely in eliminating the dangers of usury, but in being controlled 
heedful and productive."—Sir F. Nicholson’s Report. 

2 See A Manual of Co-operative Societies in the Bombay Presidency :by 
Mr. R. B. Ewbank. 
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216. Co-operative Societies Act When the co¬ 
operative movement was launched with the Aot of 1904, it was 
' regarded as an experiment, and Government was anxious to 
steer clear of two extremes viz. (1) undue interference and 
control and-patronage on the one side and (2) laissez faire polioy 
on the other. A Government officer, oalled the Registrar, was 
appointed for eaoh Province to dry-nurse the infant movement 
and to be its guide, friend and philosopher as it steadily grew. 
Certain concessions were given to the societies by the State, 
and their profits and operations were exempted from the inoome 
tax, stamp duties and registration fees. The societies were 
likewise to be assisted with State funds in the initial stages of 
their development on oertain conditions. It is to be noted that 
Government did not leave co-operation to be fostered by 
private agenoy and individual enterprise. It was perhaps a 
culmination of the prolonged efforts of the State to revive 
agricultural indebtedness and as suoh Government had to see 
it through. 

The progress of the movement was encouraging, and it was 
soon found that the Aot of 1904 was inadequate to meet the 
growing requirements of the development: (1) That Act applied 
to societies for the purpose of oo-op9rative credit only, and not 
(2) to oo-operative societies of other kinds, suoh as those esta¬ 
blished for production or distribution, and (3) to unions of 
societies in larger bodies so as to secure a large measure of non¬ 
official inspection and control and to facilitate the raising of 
funds. (4) The Act classified societies according as they were 
'urban* or'rural* and the principle was laid down that as a gene¬ 
ral rule societies should be with unlimited liability. This dis¬ 
tinction was found to be artificial and inconvenient, and it was 
proposed to recognize the distinction between societies with 
limited and those with unlimited liability while retaining the 
principle that agricultural societies must, as a general rule, be 
with unlimited liability. (5) The Aot did not contemplate that 
societies with unlimited liability should distribute profits. 
While not encouraging this praotioe of distributing profits, the 
amending bill of 1911 proposed to legalise it. A new Act, the 
Co-operative Societies Aot, was passed in (No. II of 1912) 
embodying ohanges found neoessary by seven years* experience, 
as indicated above. 
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Two years later. Government oame to feel that the time 
had oome to inquire if the co-operative movement was proceed¬ 
ing along lines economically and financially sound. As the 
movement spread, various difficulties naturally oame to be 
experienced and new problems arose and demanded solution^ 
The growing dimensions and complexity of the movement 
required an examination of the different parts of its maohinary. 
A committee was, therefore, appointed with Sir E. D. Maolagan 
as President, and it was instructed to direct its enquiry to “ an 
examination of suoh matters as the constitution and working 
of Central and Provincial Banks, the financial connection bet¬ 
ween the various parts of the co-operative organization, the 
audit, inspection and management of all classes of societies, 
the utilization of the reserve and the manner in which reserve 
funds should be exhibited in the annual accounts. ” From the 
report of the Committee one gets a clear idea of the position of 
the co-operative movement in India, the nature of its organiza¬ 
tion, its strong and weak points and the direction in which 
reform is needed. 

Co-operative organization has for its foundation primary 
societies, agricultural and non-agrioultural, credit and non¬ 
credit. A number of these societies may be grouped into 
guaranteeing unions as an intermediary between the primary 
bodies and the central bank. \, If all societies in a district are 
closely associated with the central bank, there will be a large 
apex bank at the head in each Province, to balance the exoesses 
and deficiencies in oentral banks and to supply them with the 
necessary funds. All the different limbs of this oo-operative 
organism must be strong and healthy and capable of perform¬ 
ing efficiently the duties entrusted to them if the movement is 
to make satisfactory progress. It is indispensable that (1) 
co-operative societies should be run on absolutely business 
lines; that (2) the oo-operative organization should expand 
and conform to growing needs; that (3) the movement should 
remain thoroughly democratic; that (4) the principles of self- 
help and mutualism must continue to be combined in harmony; 
and that (5) the aim of seouring material well-being along with 
moral improvement should never be lost sight of. A clear idea 
-of the existing organization of co-operation in India may be 
60 
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obtained from the summary of the report of the Maclagan 
Committee we give in a later part of this Chapter. 

217. Progress Achieved :—The success whioh the co» 
operative movement has aohieved so far, must be regarded as 
quite satisfactory. And the following statistics will be found’ 
instructive :— 


I. Co-operative Societies in India. 



Average of 

Average of 





4 years from 
1906-07 to 

5 years from 
1910-11 to 


1918-19 

1919-20 


1909-10. 

1914-15. 

j 1916-17 



Central (including 
Provincial Banks 
and banking and 
guar a n t e c i n g 
Unions) 






17 

231 

758 

1,081 


Agricultural (in 






eluding Cattle 
Insurance and 
lie- insurance 






Societies) 

1713 

10,891 

21,069 

29,387 


Non-agriculturnl... 

196 

664 

1,209 

1,971 


Total ... 

1,926 

i 

11,786 

i 

23,036 

32,439 

40,772 


IT. 

No. of Members. 



Central (ineludingi 






Provincial Banks 
and banking and 






guaranteeing 

Unions). 

1,987 

23,677 

84,465 

121,453 


Agricultural (in 






eluding Cattle 
Insurance Socie¬ 
ties) 

107.643 

459,096 

784,252* 

974,216 

15,21,14* 

N on-agr i cult u r al... 

54,267 

89,157 

176,708 

261,675 

■ 

Total ... 

161,910 

548,253 

960,960 

3,235,891 



* Excluding members of Cattle Insurance Societies. 
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HI. Working Capital . 


(In thousands of Rupees. ) 


Share capital paid 
up 

13,19 

88,87 

2,12,23 

2,84,34 

Loans and deposits 
at end of year 
from Members... 

14,12 

88,28 

70,01 

1,08,94 

Loans and deposits 
at end of year 
from non-mem¬ 
bers and other 
sources. 

19,69 

1,41,98 

• 3,88.37 

5,36,92 

Loans and deposits 
from Societies... 

13,59 

1,03,42* 

32,30 

61,76 

Loans and deposits 
from Provincial 
Sz Central Banks 



4,01,72 

5,78,93 

Loans and deposits 
from Government 

r 5,86 

| 10,87 

17,25 

34,01 

Reserve and other 
Funds 

1,67 

25,00 

92,04 

1,50,42 

Total 

68,12 

5,48,42 

12,22,92 

17,55,32 


It will be seen from the above statistics that the amount of 
the working capital of the societies is increasing only a little 
faster than the number of members and the average is, now about 
QSSt-MQ per member/ The average number of members is less 
than 50 per society and this is attributed to the increasing pro¬ 
portion of small agricultural societies. The average working 
capital per society is only Rs. 5,600. The bulk of the societies 
are credit institutions and the number of those dealing with 
production, sale and purchase &c., is extermely small. 

But it may be asked^to what extent has the problem of the' 
indebtedness of the rayats, which the co-operative movement 
was started to tackle, been solved ? When this test is applied, it\ 
will have to be admitted that only the fringe of that problem. 


* Includes loans from Provincial or Central Banks, 
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hasyetbeenharely touched. The economic advan tage co-opera¬ 
tion confers upon the .cultivator or the oraftsman is patent; 
and the benefit of cheap credit to agriculture has been acknow¬ 
ledged.'The movement of credit oo-operation is advancing with 
rapid strides in all the Provinces j) and the question has now 
arisen if it would not be desirable to consolidate the position 
gained rather than to promote expansion. During 1918-19, the 
number of agricultural societies in Bombay rose from 1,390 in the 
previous year, to 1,737, an increase of 25 per cent. The number 
of members increased from 1,01,333 to 1,23,825 while the total 
working capital rose from 71'9 to 83*6 lakhs. On 31st March, 
1921, the number of agricultural societies was 2,382, the num¬ 
ber of their members was 1,79,360; and their working capital 
Rs. 1,35,81,611. Non-agricultural societies also showed satis¬ 
factory progress. The following statement will be found 
instructive :— 

Cooperation in Bombay {1920-21.) 
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mortgage credit. 1 2 The resources and operations of these Land 
Mortgage Credit Associations, the Mortgage Credit Banks, the 
Joint Stock Mortgage Banks, the Savings Banks, the Land 
Improvement Fund and Annuity Banks and so forth, are on a 
colossal scale. * 

In India very little has been done in this direction and if the 
cooperative movement were to grow four times as large as it is 
at present, even then, not muoh impression will have been pro¬ 
duced on the situation. Inquiries'made into the economic condi¬ 
tion of the rural population in different parts of the country, 
shows that cultivators and craftsmen are everywhere sunk in 
the mire of indebtedness and are helpless and the problem of 
uplifting them is very urgent. We believe in co-operation and 
in its educative, elevating value and feel convinced that it can 
be used with highly beneficial results as a lever to raise the 
material and the moral standard of the people’s life. But 
even those who appreciate the importance of the movement 
and are working to help on its progress, feel that more com¬ 
prehensive and varied efforts must be made to uplift the mass 
of the people to a higher economic and moral status. The 
Government can directly encourage the establishment of 
mortgage, land and agricultural banks and may, for this 
purpose, place funds at the disposal of such banking enterprise. 
Crores of India's Reserves which have been lent in England 
may be made available in this country. In France, Ireland, 
Japan and other countries, such State help is given to agri¬ 
culturists and that example must be followed in India. 

Government officials and honorary Indian workers are 
pushing forward the cause of co-operation with commendable 
zeal and their endeavours are being orowned with encouraging 
success. But the ignorance of the rayats is the greatest 
stumbling block in their way, and in spite of every thingthat 
is said about the educative and moral value of co-operation, 
the true spirit of co-operation is unfortunately seldom con- 
, spicuous among members of many a co-operative society. 
“ We regret to have to say," observes the Maclagan Com- 


1 See J. R. Cahill’s Report on Agricultural Credit and Agricultural Co¬ 
operation in Germany. 

2 See Principles of Rural Credits by James B. Morman. 
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mittee, “ that the conclusion has been forced upon us that in 
the majority of cases primary societies in India fall short of 
the cooperative ideal. Speaking generally, even allowing for 
the backwardness of the population, there has been found a 
lack of true co-operation.” The impression haB been created 
on the minds of many that, a few honourable exceptions apart, 
the co-operative spirit is still lacking in spontaneity and 
sincerity and gives the appearance of a. seed sown in uncon¬ 
genial soil and atmosphere. 

218. Prospects -Co-operation is a democratic princi¬ 
ple. It is the gospel of self-reliance- It combines and recon¬ 
ciles the principles of individualism and solidarity. But the 
illiteracy and the age-old customs of the Indian masses do not 
allow them to imbibe and profit by the true principle of co-opera¬ 
tion. Members of societies often feel that the loans granted 
to them come from Government and they are profuse in ex¬ 
pressions of thankfulness to the Registrar, its representative. 
They are also inclined, in many cases, to run the societies on 
entirely commercial lines. The impartiality, the strictness 
and the business-like methods so necessary for success, are not 
present as they should be; and selfishness and faotiousness 
are predominant. Central banks and non-credit societies tend 
to become profitseeking, capitalistic concerns, and it is doubt¬ 
ful how far the principle of guaranteeing and other unions can 
be understood by the ordinary cultivator. The work of starting, 
guiding and conducting these institutions has, therefore, to be 
done by a few public-spirited, zealous educated people ; and a 
few leading men and very often, busy bodies, are found bossing 
the whole show. There is an air of artificiality about many 
of the co-operative societies, and several, therefore, prove 
short-lived. Productive co-operation in agriculture or manu¬ 
facture is little practised and oo-operative stores do not turn 
•out successes. 

A wider diffusion of education among the masses, a more 
sympathetic land revenue and general administration, an 
earnest endeavour to stimulate public spirit and an active 
and comprehensive attempt to promote the economio develop¬ 
ment of the country on the part of the State and of social 
reform on the part of the people, are needed to make the pro¬ 
gress of the co-operative movement rapid and healthy. Taken 
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•by itself, the napygmeijt has given good results, and even within 
its peculiar limitations, impesed by the existing conditions, 
it is capable of rendering valuable service. It is not only in 
4 the supply of cheap and faoile credit that co-operation will 
; benefit the oultivator and the craftsman; it will and ought to 
help them in the QTganization of purchase of seed, manure, 
1 implements and raw materials and of the sale of agricultural 
; produots and manufactured goods. 

If local and communal industries, are thus organized in 
different localities, the resultant good will be immense. The 
principle of co-operation oan be applied, as it is being applied 
in a few oases even to-day, in a variety of ways to put larger 
profits into the pockets of the producers. Certain areas are 
eminently suited to particular crops and industries. Without 
disturbing the old order of things, they oan be brought within 
the pale of the co-operative movement. The cotton, sugarcane, 
potato, groundnut and other orops can be dealt with in this 
way as also the weaving, leather-making, paper-making and 
oil-pressing industries. The problem of the supply of pure 
milk to cities and towns is becoming more and more urgent 
every day and dairies can be conducted on the co-operative 
principle. It is satisfactory to notice that endeavours are 
being made in this direction and it hardly admits of doubt that 
if they succeed, the resultant good will be appreciable. Co¬ 
operation in distribution and consumption has a great future 
before it, but the middle classes have not yet taken kindly to 
it, and certain peculiar circumstances are found to retard its 
progress. 

219. Some Noteworthy Points -The progress of co¬ 
operation in India is looked at from different points of view by 
critios; and different lines of development are recommended. 
It is stated that while in other countries the co-operative 
movement has been fostered by private effort, in India it has 
been initiated and is being spoon-f ed by the Government. 
The patronage of the State, however beneficial in the early 
stages of its growth, will not, it is contended, make for genuine 
co-operation. The stimulus must come from the people an<| 
they must run the movement independently of Government^ 
The State may assist societies, but it must stand out of thej 
movement; otherwise the true spirit of co-operation will die, 
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out. fo n the other hand, many people feel that the co-operative- 
movement will wither away if it is not patronised by Govern¬ 
ment and they want the State to help it more actively^ The 
publio feels confidence in it, they say, because the belief 
prevails that the Government is at the baok of it. 

/ The Registrar, who represents the State, possesses influence, 
with the district and other authorities and oan get many things 
done which co-operative societies, left to themselves, would 
find it extremely difficult to do.\ That officer oan oommunioate 
direct with different administrative departments and has easy 
access to higher quarters. /A co-operative society of cultivators 
would be handicapped in awariety of ways and would not be 
able to exercise influence if Government through the Registrar 
were not behind it. That officer is to members of societies, an 
authority to whom complaints may be made and appeals pre¬ 
ferred. We entirely approve the view expressed by the Govern¬ 
ment of India with regard to the attitude of officials towards 
the co-operative movement and think that they should not 
Interfere in it and should not be indifferent towards it either. 
They should be sympathetic and helpful without being meddle¬ 
some. 1 2 : The line which divides liberty and interference, is 
Indeed not easy to draw, and atjthe prepent stage it may be 
admitted that there are various aspeots of the co-operative 
movement over which no organized State could neglect to 
maintain control without great danger to the movement and. 
to its own citizens and their well-being 

There can be no doubt about the fact that it is due 
largely to Government’s initiation and support that the 
co-operative movement in India has made the progress 
it has aohieved. Popular and public-spirited bodies like 
the Central Co-operative Institute in Bombay and the 
Co-operative Federation in the Central Provinces, are doing 
yeoman service by organizing and promoting the movement 
on independent lines. Enthusiastic co-operators like Sir 
Daniel Hamilton, however* want Government to do more 
aotive work in helping the extension and the finance of the 
"movement He says that ‘ to attempt to pass on to honorary 

1 Government of India’s Resolution on Co-operation, 1914. 

2 Report of the Registrar, Co-operative Societies, Bombay, 1920-21. 
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organizers the development of India’s oredit and banking 
is nonsense fraught with danger. India’s econonHO problems 
are too many and too deep ever to be solved by charity. As 
well try to run the civil service with honorary workers as 
to organize India’s oredit with honorary bankers. ’ Mr. 
f^Henry. Wolff, on the other hand, wants Raiffiesens to rise in 
India and to inspire the people with co-operative zeal. He 
wants volunteers in large numbers to oome forward and take 
up the work of the spread and organization of co-operation. 1 

220. ft Dilemma Here we are confronted with a 
dilemma. If Government patronises and meddles with the; 
movement, we are told that the growth will not be vigorous; and 1 
if it is left to itself, it will not thrive at all. Government audit! 
and inspection will be needed till co-operative unions and banks 
oan take the work upon themselves and can inspire oonfidenoe 
in the minds of the people. The co-operative organization 
must be a complete and self-sufficient organism.') But it will be 
many years before .that ideal is reached. In tne mean time, 
unions and distriot and oentral banks are being started and a 
kind of solidarity is being created by means of oonferences. 
Unofficial bodies like the Bombay Central Institute are taking 
over the work of organization, ezpantion and control. Men 
are also being trained to take up the duties of offioials of socie¬ 
ties beoause without such training, the working of rural socie¬ 
ties is found to be very difficult. It is refreshing to find people 
scattered in different parts of the country, who are infeoted 
with the genuine spirit of oo-operation ; but that spirit must be 
widely diffused. ..ft is a sign of the times that co-operation has 
begun to figure'on the platform of political and social con¬ 
ferences that meet from year to year and the ohampions of the 
elevation of the masses must make it an important plank in 
their programme. 

When oo-operation has barely suooeeded in touohing even 
the fringe of the problem of rural credit and agricultural indeb¬ 
tedness, it is too much to expect that it should have spread to 
nan-agricultural industries, to distribution and to consumption. 
This is a fruitful field and the need of co-operative stores and 
of societies of the consumers in towns is great. But even hero 


1 Co-operation in India—Chapter on the Future. 
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the difficulty is to make people appreciate the importance of 
the movement and to take to oo-operation for their benefit. 
{Like joint stook companies, co-operative stores are a novelty 
) to the mass of people and hence the paucity of suoh institu- 
i tions. Love of varied shopping and higgling, the limited 
: nature of material wants and unconquerable individualism are 
at the bottom of this publio indifference^ The work of popular 
education in this connection is, therefore, most urgent and 
societies which are now being started for housing and other 
purposes, here and there, are calculated to enoourage those 
who are interested in the progress of the movement. 

As things stood, Government thought it neoessary to in¬ 
quire how far the present lines of development were correct and 
whether any safeguards must be provided in order to ensure 
healthy progress. If societies go on multiplying without suffi¬ 
cient provision for supervision and inspection, if their manage¬ 
ment is loose or unsound and if they are not inspired with the 
true co-operative spirit, the movement may be overtaken with 
a disaster any day. Co-operative banks have also to Bteer dear 
of the dangers whioh threaten ordinary banks, and efficient 
management and strict audit and supervision must be insisted 
.on. ^Better that the growth of co-operation should be slow but 
steady rather than that weak and inefficient societies should be 
bolstered up or allowed to exist. The fate of the movement in 
India must depend upon enthusiasm, discipline, training and 
the desire of the people to help and improve themselves by 
combined effort. Education, in the large sense of the word, 
and organization alone oan do it. There is no difference of 
opinion as to the goal to be attained ; and persistent efforts 
are being made every were to deoffioialize the movement. C o- 
,operation is now a ‘ transferred ’ subjeot and under the control 

'' of a ‘ responsible ’ minister. 

\ 

221. Land Banks Controversy There has reoently 
been some discussion of the question whether the agrarian 
, problem oan really be solved by the spread of the co-operative 
movement and whether land banks of the Egyptian type are 
not neoessary to free the rayat from the load of indebtedness 
under which he is crushed. It is oontended on one side that 
\ the hopeless oondition of the rayat requires a radioal oure and 
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that co-operative credit is only a palliative. 1 It is pointed out on 
the other side that the history of Agricultural Banks does not 
show either that they can wipe out agricultural indebtedness 
or make co-operative credit institutions superfluous. ‘ Non-co- 
operative agricultural banks may to a certain extent supple¬ 
ment, but they can never supplant co-operative credit institu- 
tions*’ 2 

A little consideration will show that there is an amount of 
truth in both these positions. The serious problem in India 
at which the Government has been tinkering for more than 
■fifty years, is the appalling indebtedness of the rayat. ^Co¬ 
operative oredlt societies, which came to be regarded as the 
sovereign remedy, can not frankly solve that problem. They 
will only supply short term and personal credit and cannot touch 
the real evil of the existing and long-standing indebtedness. ; 
Unless that millstone is removed from the neok of the helpless 
cultivators and they are enabled to carry on their operations 
freely and profitably, their condition must remain unsatisfac¬ 
tory. Sinoe 1870, Goverement has tried severalmeasures to make 
loans to agriculturists on the security of their lands. These 
attempts should have been persisted in and should have been 
developed into large banking organizations. The Government 
considers itself to be the universal land-lord in India ; and as 
Sir John Straohey observed in 1870, in this capacity duties 
devolved on it “ for the improvement of the land and for the 
advancement generally of agriculture, beyond the ordinary! 
duties of a Government, and similar in kind to those duties! 
which a good land-lord had everywhere to perform.” 

If the funds of the State had been liberally expended for 
the improvement of land and of the agricultural industry 
generally, the situation would have steadily grown better. The 
peouliar political and economio conditions in India required 
suoh a policy on the part of the State. As it was, the general 
economio decay and stagnation told on agriculture also, and 
the position was not adjusted to the rapidly changing ciroum- 


1 D. G. Wacba ; Agricultural Banks in India. 

•2 See 11 Wealth of India” for October, 1916, page 515. 
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stances. Cjhe system of granting long-term loans to cultivators 
to be recovered in small instalments, was strongly recommend¬ 
ed by the Irrigation Commission of 1903h and their prinoiple 
was generally accepted by the Government of India in its 
Resolution on the question, dated 30th November, 1905. But 
the amount of the loans thus granted has always been meagre* 
rarely exceeding 6 crores of RS. for the whole country. 

Though all this is true, the importance of co-operative 
^edit societies cannot be gainsaid. They supply a badly felt 
fwant of the cultivator by providing him with credit where he 
!has none. Agricultural operations are thereby facilitated and 
fhigher profits are insured. Credit societies very largely perform 
the same function as agricultural banks^)and they are eminently 
useful to cultivators who have only small pieces of land to 
mortgage. They enable them to capitalise their honesty and 
on the prinoiple of self-help and mutual aid, to improve their 
oondition. This is an aspect of the agrarian and the general 
eoonomio question which should not be lost sight of by those 
who belittle the importance of co-operative credit societies. 

( In India the State has got to undertake several duties 
which do not fall within the province of Governments in other 
countries. But in spite of this, if the co-operative movement 
grows along sound lines.it must raise the cultivating olassea 
both materially and morally. The progress achieved by the 
people under the influence of that movement, will be more 
lasting and beneficial though much slower. ^The conditions in 
India with respeot to indebtedness are in several respeots 
similar to those prevalent two generations ago in the continen¬ 
tal countries of Europe Where the co-operative movement has 
now taken firm root. And if co-operation has helped to elevate 
the masses there, there is no reason why similar results should 
not take place in India provided other conditions are 
favourable. Other conditions are not’unfortunately favourable 
in many oases; and we can not expect to see the same progress 
in co-operation here as elsewhere. 

Reviewing the development of rural credits in European 
countries, Mr. James B. Morman observes:—“If European 
experience covering more than half a century of 00-operative 
personal credit and more than a century of oo-operative mort- 
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gage credit, has any lessons for Amerioan farmers, the most 
important are:— 

(1) That organization among farmers, has been the basis 
of success in the credit system ; 

(2) That education in the use of credit has proceeded hand 
in hand with organization; and 

i ^ (3) That personal supervision by the farmers themselves 
■%ver their organizations and over the use of loans made only 
for productive purposes has been a prominent feature in the 
European system. 

In no instance has any Government taken the initiative 
in establishing a Tural credit system* When legislation by 
any national Government has taken place, it hasusually~been 
for the purpose of facilitating or aiding the organizat ion o f 
farmers’ co-operative societies, and when Government aid has 
been granted, it has generally taken the : form of loans at low 
rates of interest made to local credit societies through central 
Or regional credit banks, for a Government to take the initia- 
tive in establishing, for example, a long time mortgage credit 
system, would seem to European farmers like trying to make a 
pyramid stand on its apex.” 

The State in India may make loans to agriculturists and 
others through co-operative societies for productive purposes 
and the Maclagan Committee has drawn the attention of the 
Government to this question. 

222. Maclagan Committee’s Report:— A student of 
co-operation in India cannot find a better souroe of guidance 
and information than the report of the Maclagan Committee 
to which we have frequently referred in this Chapter; and we 
commend to the reader a oareful perusal of that report. From 
it he will see what the movement has so far achieved and what 
it is capable of achieving. He will also realize what are the 
weak and the strong points of the movement; and the direc¬ 
tions in which it should develop will be clear to him. We oaa 
offer here only a rough and brief summary of that report:— 

Introductory. 

The report starts with a description of the depressed con’ 
dition of the lower classes and of the remedial measures 
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attempted by the State to improve it, and it observes that this 
action having proved partial and incomplete. Government 
turned to co operation as the most hopeful method of dealing 
with the problem before it. The moral aspeot of oo-operation 
is then emphasised and it is stated that to true co-operation 
alone it is that “ Government must look for the amelioration 
of the masses, and not to a pseudo-co-operative edifice, however 
imposing, which is built in ignoranoe of co-operative princi¬ 
ples. ” , The development of the co-operative movement is then 
tradetf from its inception to the time of the appointment of the 
Committee. The report then proceeds thus :— 

It was inevitable in the beginning that credit societies 
should be mainly attended Jo but that a demand for non-credit 
forms of co-cperation should arise was in itself a healthy sign. 
But such societies should arise spontaneously and satisfy a 
real need and a competent staff should be available to super¬ 
vise them and deal with the complicated economic problems 
involved. Several non-agricultural and non-credit societies 
have been started for sale, purchase and other purposes. Soci¬ 
eties for the benefit of weavers are welcome, but attempts to 
reorganize village industries on a more profitable basis should 
not be undertaken sporadically or fortuitously.’ Certain types 
of societies like stores, often exhibit a tendenoy to ignore the 
moral basis of oo-operation and care should be taken by the 
.Registrar that oo-operative principles are followed by such 
societies, and that they do not become merely commercial and 
profit-hunting bodies. 

Though the primary object of the co-operative movement 
was to tackle the agrarian problem through it, it is necessary 
that non-agricultural societies also should grow up along with 
the agricultural. The wage-earning, artisan and middle class¬ 
es must be brought within the co-operative fold. Middle class 
urban banks are not strictly co-operative, but in the absence 
of joint stock banking facilities they are likely to serve a 
useful purpose. With regard to banks for the use of-large 
landed proprietors, corresponding to Land Mortgage Credit 
Associations, the establishment of well-conoeived and well- 
administered banks of this type "would be a measure of great 
value not only to the proprietors themselves but also to the 
Government.” 
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Primary Societies. 

In the case of primary societies it is on three main require* 
merits that their aqundaasaisbased.viz. (L) they must be co-» 
operative; (2) they must also be businesslike and (3) they must* 
be thoroughly well supervised. The area must be sufficiently > 
restricted to enable members to exercise an effective mutual 
control, and their number should not be unduly large. Before 
a society is registered a scrutiny should be made into the kind 
of men it will deal with and their assets, working capital and 
so on. Teaching of co-operative principles in various ways 
must be arranged and proper men must be selected for the post 
of secretary and as members of the managing committee. Some 
provision is necessary for ascertaining the previous debts of 
members and, wherever possible, they may be gradually paid 
off rather than that they should be immediately cleared on 
admission. As regards the rate of the progress of the move¬ 
ment, there should be no attempt at forcing the pace and 
“except for special reasons, an increase in the number of 
societies should radiate from existing centres of co-operation 
and should be based on a well-informed desire to imitate 
existing good examples. *’ 

The oapital of primary societies is composed of four items, 
(1) shares, (2) deposits, (3) loans and (4) surplus assets or 
r eserve. f jumT flie value of shares should not be unduly large 
so as to oreate disabilities against poor members and a maxi¬ 
mum limit should be fixed to dividends. Value of shares may 
be deducted from loans granted to members and the principle of 
unlimited liability or rather “ contributory unlimited liability" 
8 &8ttLsjL be adhered to in the oase*'oFagr icuTfu ralcr e d irsocie tlesl 
The amount of deposits locally obtained has been comparatively 
small and “ unless as the movement progresses, there is a subs¬ 
tantial increase in this class of deposits it will have to be 
confessed that co-operation has failed in one of its main 
objects.Compulsory deposits from members are not desirable; 
and the term of deposits should not ordinarily be less than one 
year. Only two exceptions to this rule may be admitted : (1); 
short-term deposits are useful for temporary accommodatlonTj 
to meet demands for loans, and (2) savings deposits when small j 
sums within striotly marked limits are taken and dealt with* 
on lines similar to those of the Post Office Savings Banks. 
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( The total borrowing powers of a sooiety are fixed by the 
Central Bank and the Registrar, and the amount the sooiety 
can lend Is determined by this limit. But it is neoessary for a 
sooiety to fix the limit (1) up to which members as a body will 
pledge their liability and (2) to whioh members Bhould in¬ 
dividually be entitled to receive loans. Loans are given for 
the ordinary operations of agriculturey'and much assistance 
cannot be expected from oo-operation for expensive improve¬ 
ments for which recourse must be had to Government. Periods 
for which loans should be given must be oarefully worked out 
in view of the objects for whioh they have been made. Personal 
security ought to be the rule and sureties should be made to 
(realise their responsibility. The mortgage of lapfl should only 
fae regarded as collateral seourity in addition to sureties. 

The competition of societies has brought down the rates of 
outside money-lenders. ‘ So long as the rates of societies are 
below those of the outside market, they oannot be regarded as 
excessive and there are many dangers in sudden or large reduc¬ 
tions below such rates.’ It must be emphasised that ‘ unless 
loans are repaid punctually, co-operation is both financially 
and educationally an illusion ; and no exertions are wasted 
whioh aim at ensuring promptitude in this respect.’ Disputes 
as to arrears should be referred to the Registrar and if he so 
direots, to arbitration. The Act provides for this arrangement. 
There is, however, a great difficulty in securing execution of 
decisions ; but it will not be advisable to acoord to societies 
the privilege of summary procedure. An effort should be made 
to build up a reserve fund so as to make the sooiety ultimately 
independent of outside help.^ The surplus assets or reserve 
fund may properly be employed in the business of the sooiety 
so long as proper provision is made for the necessary fluid 
resources. Under the Act one-fourth of the net profits must be 
carried to a reserve fund and 10 per cent, of the remainder may 
be used for any oharitable purpose with the sanction of the 
Registrar. 

Periodical audit and constant supervision are necessary 
and for this purpose the official machinery must be sufficiently 
powerful. The audit must be comprehensive and thorough and 
should be oarried out under State control at the present stage 
of the co-operative movement. The time is distant when the 
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■work of making the original audit oan be taken up by societies 
themselves. The work of supervision should be oarried out by 
-unions, oentral banks and other bodies maintained by the 
societies themselves. 


Central Banks. 

i 

Though the operations of a ‘ oentral bank’ may cover a 
larger area, it i q us ually expected to finanoe primary societies 
within a single district or part of a district. Between such a 
bank and the primary societies, there is, in some Provinces, 
the link of ‘ gua ranteeing unions' and their number in Burma 
is large. “ The union is registered as a society with limited 
liability and mutual guarantee is effected by a rule that each 
guaranteeing society shall be liable for any default by a society 
in the repayment of a loan recommended by the union to the 
extent of the maximum amount of its borrowings from non¬ 
members in the twelve months preceding a call.” This kind 
of.union is to be strongly reoommended as it will be a great 
accession of strength to the movement. 


Central banks perform the double function of balancing 
<1) the funds of societies and (2) supplying capital. There are 
now practioally no Central Banks which undertake outside 
business and comparatively few which lend to individuals, 
but the time seems to have come when steps should be taken 
to bring to a close in all cases the practice of granting any 
loans except to registered societies. A Central Bank should 
cover as large an area as is compatible with convenience and 
efficiency. Under existing conditions it is much better to 
adhere to the system of independent central banks than to have 
branches of Provincial Banks. No loans should be granted to\ 
societies which are not share-holders. All shares held by indi-'. 
viduals should be fully paid up and the use of reserve liability j 
is to be deprecated. 


The total liability attaching to shares, whether held by 
individuals or societies, should be limited to their face value. 
A maximum rate should be fixed for dividends, but it should be 
laid down on some logical principle. The deposits of these 
banks will not seriously compete with those of joint stock 
banks. Amounts held on ourrent account should be oovered by 
sufficient fluid resources. Savings accounts may also be open* 


62 
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ed but certain precautions must be observed. The area from 
which deposits may come, need not be restricted. The central 
banks may receive advances from Presidency Banks and joint 
stock banks in the form of oash credits. The system of deben¬ 
tures is not to be much relied upon in this connection. Loans 
to individuals are to be depreoated and central banks should 
not undertake any outside banking work. Credit of societies 
to which loans are to be made, should be carefully assessed, 
particularly where there are no unions in existence, and the 
objects of the loans must be similarly scrutinized. 

The period of,lpa»s must be conditioned jby the period for 
which deposits are held, as the former, unlike the latter, is 
within the control of the Central Bank. Unfortunately the 
practice of many banks is not in accord with this sound princi- 
. pie. Cash credits should be given to societies whioh are 
I thoroughly well managed and co-operative in character. The 
' security required from societies for loans should ordinarily 
take the form of pro-notes and not the shares held by them in 
oentral banks. ^Every society and bank must have a reserve 
fund under the Aot, but besides the Reserve Fund proper, whioh 
in the oase of primary societies, is built up out of the indivisi¬ 
ble net profits, there are the ‘fluid resources’ which must be 
oarefully husbanded in order to enable societies and banks to 
meet the demands of depositors.^ In the absenoe of facilities 
for discounting co-operative paf>er this fluid resource should, 
in oentral banks, be sufficient to meet half the deposits due for 
payment within the next twelve months, a standard of one- 
third being held sufficient in the oase of Provincial Banks. 

Provincial Banks. 

In each of the major provinces there should be one apex 
bank whioh will co-ordinate and oontrol the working of central 
banks; and they should be prohibited from dealing with each 
other or with Presidency or joint stock banks exoept through 
its medium. The Provincial Bank should itself be obliged to 
oonfine its dealings with oo-operative institutions to Central 
Banks and leave to them the work of dealing with societies. 
The present.organization throughout India is incomplete in 
thiB respect- Although in starting a Provincial Bank indivi¬ 
dual share-holders may have a preponderating influence,. 





MACLAQAN COMMITTEE'S REPORT. 


49L 


representing the business element, its constitution should be so- 
framed as to give to affiliated co-operative institutions an 
opportunity at no distant date of securing a majority of votes 
at the general meeting. 

The management of a Provincial Bank requires more^ 
expert knowledge and experience than that of a Central Bank, | 
and it is desirable that the management should be mainly in 
the hands of business men. All central banks should be induc¬ 
ed to beoome affiliated to the Provincial Bank, and the latter 
should grant no loans to societies oapable of being affiliated to» 
a Central Bank. Long-period deposits are necessary to Provin¬ 
cial Banks which should gradually accumulate surplus assots 
and good liquid securities in order that dependence on outside, 
agencies may be diminished. Their fluid resources should be 
sufficient in amount to cover one-third of the possible liabilities 
of the Banks falling due in the course of the ensuing year. 

/ The main business of a Provincial Bank should be to co¬ 
ordinate and control the finances of Central Banks, utilizing 
their surpluses and supplementing their deficiencies, and they 
should not embark in business outside the co-operative move¬ 
ment except in so far as it may be found necessary to lend or 
deposit spare funds for short periods in outside institutions. 

General. 

It may be generally stated that if provision is made to mini¬ 
mise undue official influence, the movement should not be 
deprived of the moral and financial support which Government 
servants give it. None of the powers of the Registrar should 
be devolved up3n the Collectors^ In certain Provinces the 
Collector or subdivisional officer is the ohairman of a Central 
Bank. This practice is found to be beneficial and has its ob¬ 
vious advantages but these officers should not hold positions 
on the managing committees of central banks ex-officio or as an 
invariable rule. The distriot offioer “ would stand as a well¬ 
-wisher, equipped with the requisite knowledge and sympathy, 
jbut need not necessarily have any intimate connection with 

{the management or assume direct responsibility. ” 

I 

'■“"It is neoessary to oo-ordinate economio departments of 
Agriculture, Industry and Co-operation under a single officer 
of high standing in each Provinoe, to be called the Develop- 
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ment Commissioner. There should also be an advisory agenoy 
at the -head-quarters -of Government to deal with the many 
technical and complex problems whioh are arising in oonneo* 
tion with co-operation. ,^This officer should be attaohed to the 
Government of India and he should make inquiries and tender 
advice.'/Agricultural loans made by Government under Act XII 
of 1884* and Act XIX of 1883 should be granted to cooperative 
societies themselves. There exists no agenoy in India “ which 
oan be relied on to provide the facilities of rediscount for co¬ 
operative banks, and thereby give to their finance that elas¬ 
ticity without which present stability and the same progressive 
development of the oo-operative movement appear to be difficult 
if not impossible. ” Commercial banks will not voluntarily 
undertake this work, and if some arrangement oannot be made 
with the Presidency Banks, under which they will undertake 
the duty of rediscounting agricultural paper for Provincial co¬ 
operative banks, the only alternative solution appears to lie in 
the establishment of a State co-operative apex bank. 

223. Co-operative Problems -The recommendations 
of the Committee on Co-operation were carefully considered by 
the Government of India who adopted some of them and defer¬ 
red notion upon others. The recommendation of the Commitee 
regarding the high standard of fluid resources to be maintained 
by the central banks met with general disapproval, and other 
suggestions have been oarried out as far as possible, of course, 
with modifications required by peculiarities of provincial condi¬ 
tions. s The co-operative movement is steadily expanding and 
several problems are cropping up and demanding attention. 
Each Provinoe has certain needs, difficulties and advantages of 
its own and developes features whioh are not equally striking 
elsewhere. To impose uniformity upon the movement as it 
grows in different parts of the country according to local needs 
and efforts, will be to rob it of its real life and to cast in an iron 
mould. In spite of this natural variety, however, the difficul¬ 
ties experienced and the wants felt by co-operators all over 
the country, are fundamentally of the same nature and many 
of our co-operative problems are of oommon interest. District 
and Provincial conferences and the conferences of Registrars, 
have to disouss these questions and to find solutions for the 
issues that arise. 
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The expansion of the movement suggests new lines of 
development and oreates new difficulties. The utility of the 
movement grows with every effort made to adjust the machi¬ 
nery to the needs* Great care has to be taken in the process 
of this development to prevent the oo-operative movement from 
going off the rails of sound principles. The main questions which 
have to be solved are those relating to (1) propaganda and:' 
public education; (2) strengthening the various limbs of the’ 
co-operative organism with a view to ensure their efficient 
functioning; (3) integrating the various functions in such a 
way that they may assist one another, form a compact whole 
and prevent reduplication and waste ; (4) providing for a de¬ 
mocratic and internal but striot control over the working of the 
different agencies of the self-governing organism ; and (5) ex¬ 
tending the soope of the activities of the movement in order 
that they may benefit a growing number of people and cover a 
larger field of social life. 1 

The practical questions that oonfront co-operators are those 
of (1) determining the relations towards one another, of pri¬ 
mary societies, unions, central banks and provincial banks and 
delimiting their spheres ; (2) seouring adequate financial resour¬ 
ces, from within and without, for the successful working of 
the societies; (3) providing for efficient administration, audit 
and inspection of societies ; (4) starting new lines of work, e. g. 
housing societies, co-operative production, stores &o., that 
is, applying the principles of co-operation to every phase of 
life where it is likely to prove helpful and (5) moulding the 
whole movement into a living, progressive, efficient, self-rul¬ 
ing, democratic and unified organization. The questions, in 
short, are educational, finanoial, administrative and discipli¬ 
nary, and are to be solved in a truly co-operative spirit which, 
is ethioal while it iB practical and business-like. 

224. Their Solution :—The primary society is the 
smallest unit and the foundation of the co-operative super¬ 
structure. Societies of this type, however, can hardly secure 
funds enough to meet the necessities of their members 'ah’ii^i 
have to be finanoed by an outside banking institution£>No bank! 
will lend to its constituents without scrutinising their econo-\ 
mic position and ensuring the repayment of its loans in due 
time. Ordinary banks are not able to finanoe co-operative 




INDIAN ECONOMICS. 


-494 

i societies and central or district banks have been now started 
in several districts all over the country, and they have the 
primary societies themselves as their members along with in¬ 
dividual members. These banks have to inspect and strictly 
watch the operations of the affiliated societies and a special 
agency has to be employed for the purpose. Central banking 
unions constituted and run by primary societies, discharge the 
function of inspection in the Punjab ; and in Madras, supervis- 
; ing unions are found to do this work successfully. In Bombay 
the work of inspection is done partly by unions, partly by 
central banks and partly by honorary organizers. 

Finance and supervision are functions which cannot be 
easily combined and some method has to be devised by which 
central banks may secure the necessary scrutiny of primary 
societies. It is to serve this purpose that * supervising unions * 
exist in Madras and no loan can be taken by an affiliated 
society without their sanction. The Punjab banking union is 
an institution which stands midway between a district bank 
and the primary societies. The ' Guaranteeing Union* is a 
device which has been adopted to the same end in Burma, the 
C- P., Behar and Orissa, and latterly in Bombay. It is in no 
sense a bank and handles no money. It aims at developing 
and supervising oo-operative work within its area, and at 
serving as a link between the small and scattered societies, 
of which it is composed, and their financing centre. 1 

The guaranteeing union is so called because the societies 
which are grouped together in it, guarantee to the central bank 
the oredit of one another and through it, supervise the working 
of the whole group. The union assesses the oredit of the 
affiliated societies and on the strength of its guarantee, the 
central bank gives oash credits to the societies. Each sooiety 
has to aocept a definite amount of liability to make good to the 
central bank any loss that may be incurred by it on account of 
default in payment by any member of the union. The limits 
of the liability undertaken by the societies are based upon 
different principles in different provinces. Bat the underlying 
idea is the same in all viz. that the primary societies have 


1 Indian Co-operative Studies : Mr. Ewbank’s paper on guaranteeing 
unions. 
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-themselves to run an ageney for supervision and mutual oontrol 
and for securing loans from oentral banks without muoh diffi¬ 
culty and relieving the latter of a task which they are not 
expected efficient to perform. 2 

Mr. Ewbank’s paper on guaranteeing unions, in * Indian 
Co-operhtlVe Studies’ edited by him, makes out a strong case in 
support of these bodies and ably meets the objections raised 
against them. He enthusiastically visualises the future or¬ 
ganization of the co-operative movement by saying that when 
primary societies are grouped in guaranteeing unions, the third 
stage will be ‘ a federation of unions in which the delegates of 
central banks and other types of co-operative institutions within 
their district will be represented.’ Ajjrovipcia] co-operative 
council, according to him, will be the final step and every 
district association will be represented on it.Such an ideal 
must certainly be placed before themselves by co-operators and 
they must take steps to make the co-operative organization & 
kind of sovereign, democratic state with its organs well- 
regulated and firmly knit together by ties of mutual help and 
reciprocal control and responsibility, the larger State outside 
watching its progress with a keen solicitude to help it without 
interfering with it. 

225. ©o»operative Finance: —Finanoe is the very 
breath of the nostrils of the movement, and its success depends 
upon the economical and efficient methods adopted to finance 
it. The main object of credit co-operation is to put resource¬ 
less people into touch with capital and the money market. 
Deposits of members and share capital which are intended to 
encourage thrift, are an insignificant faotor in the finance of 
primary societies ; and they have to borrow from banks which 
draw upon a larger reservior and tap more' productive sources. 
Urban banks, which were more favourably oircumstanoed for 
this purpose beoame, at the outset, a source of financial supply 


2 The guaranteeing union is “ a link between the central banks and the 
primary credit societies. It does the functions of a teacher as well as an 
inspector of the primary credit societies. It helps them to develop and at 
the same time it is an invaluable agent for co-operative propaganda. It does 
not do any banking business.”—W. L. Baretto s A. Catechism on Credit 
Co-operation. 
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/ to them, and as the number of societies increased, oentral banker 
I were started to render this service. By becoming members of 
\ these banks, which confined their lending to primary societies 
only, they could seoure a share in the oontrol of the financial 
machinery at the same time that they reoeived the required 
accommodation. But the oentral banks, the management of 
which is naturally largely in the hands of urban people, had to 
undertake the duty of inspecting and controlling the borrowing 
rural banks. In certain Provinces, e. g. the C. P., the central 
bank has become the ' pivot of co-operative administration, * 
and the question has been rather hotly debated whether it is 
the proper funotion of central banks to control and regulate 
primary societies. When the number of societies was small 
and they were scattered, it was inevitable that central banks 
should combine finance with inspection, but with growth, spe¬ 
cialization of functions must come and with it will oome 
efficiency. 

What is the true funotion of oentral banks and what place 
they ought to ocoupy in the oo-operative movement, has been 
the subjeot of animated disoussion. 1 We do not think it possi¬ 
ble to justify the usurpation by central banks of the duties of 
. unions which are best fitted to inspect and control primary 
societies. At>d it is but right and proper that central banks 
should restriot themselves to their legitimate sphere of financ¬ 
ing and should leave inspection, propaganda and other duties 
to unions whioh are better qualified to do the work and which 
ought to be encouraged to do it in order to spread the co-opera¬ 
tive leaven among the people of rural areas. Concentration of 
the power of finanoe, regulation and oontrol may be- 1 necessary 
In baokward tracts and in the earliar stages, but the aim should 
be to raise the rural societies and associate them directly with 
the higher work of management and control. 

The provincial or the apex bank stands at the head of the 
structure of the co-operative movement. This bank has the 
same funotion to perform in relation to oentral banks as the 
latter perform with reference to primary societies. In certain 
provinces the apex bank was started by the central banks which 
felt the need of a central provincial financing institution; in 

1 See the report of the third Annual Conference of the Indian Economic 
Association held at Madras. 
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others, they began as ordinary urban banks and have now 
assumed the role of banks dealing with oentral banks. One 
great want of the co-operative movement to-day is the-neoessity 
of its being enabled to get into touch with the larger money 
market in the oountry and outside. But the Presidency Banks 
and the joint stook banks keep away from the movement for 
fear of being entangled in the risky and unprofitable business 
of financing 00 -operative societies. Co-operative paper cannot 
be discounted and co-operative banks can not realise their 
securities as ordinary banks can when they want to liquidate 
their assets. \ Co-operative banks cannot, therefore, draw upon 
TftewijJermarket and have to be segregated within their limit¬ 
ed financial range to the great inconvenience and disadvantage 
of the movement. Banking in India is notoriously baokward 
and unorganized, and the financial possibilities of the country 
are not being developed with boldness and foresight. f An all- 
India oo-operative bank has been suggested as a remedy to 
meet the financial needs of co-operation, 1 and the utilization of 
India’s reserves in London is being pressed as one of the 
means of helping the economio development of the oountry 
through oo-operationA Sir Daniel Hamilton is a zealous 
advooate of this soherife. He says :—'“The trade balanoe which 
accumulates in these reserves has its source, ohiefiy, in the 
fields of the raiyat. It is part of the sale proceeds of his crops. 
The raiyat has, therefore, the first claim to the money and the 
Government is, in honour, bound to link the raiyat on to his 
own, in the only way he can be linked on, that is, by pressing 
on with the development of the co-operative movement to its 
natural evolution in the proposed all-India Bank. ” 

226* Other Questions 'The audit of co-operative 
societies is another vexed question. The duty of auditing thd 
acoounts of societies has been thrown by the Co-operative 
Societies Act upon the Registrar and his staff. Co-operative' 

1. “ What agriculture requires is access to the money market and to 

Government funds on the same terms as commerce and industry. This might 
be secured if an All-India State Bank advocated by some, is formed as this 
besides taking over the state treasury work, would rediscount co-operative 
paper. But...the problem will only be finally solved by the formation of an 
All India Co-operative bonk with somewhat the same relation to Government 
as the Presidency Banks now have.”—Indian Co-operative Studies, page 129» 
6S 
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organizations are not in a position to provide for their own 
audit and for many years to oome, the work will have to be 
done by the Department. Auditing-of aooounts is a highly 
important oheok on the operations of societies and the healthy 
progress of the movement depends upon the efficient exercise 
of this control. At the present stage of the growth of co-opera* 
tion, Qovernment audit appears to be indispensable and the 
service should be rendered free by the State, the Booieties being 
hardly in a position to bear the additional oharge. A time 
must soon oome when co-operative societies will pay for audit 
and employ their own auditors, because the oontinued depen¬ 
dence of the movement in this matter on the State and the 
invocation of its interference and control are not desirable. 

The necessity of starting co-operative stores was keenly 
felt during the time of war on account of the difficulty experi¬ 
enced by people of small means to seoure the necessaries of 
life and of the high prices demanded for them. The Triplioane 
Store in Madras is a typical institution of this character and 
the history of its progress is full of lessons that may be learn¬ 
ed elsewhere. A central store was started in Bombay and was 
expeoted to prove helpful to the small stores started outside, on 
aooount of its oapaoity to buy cheap and provide artioles as 
they were required to the smaller institutions which usually 
have to depend upon looal and other dealers. But oo-operative 
stores have not proved a suocess so far fin spite of speoial 
efforts made to foster them. 

-" The problem of housing is becoming more difficult every 
day in oities and large towns and the possibility of its being 
successfully taokled, has been demonstrated by the working of 
the housing societies in Bombay and other plaoes. Societies 
for factory workers are an urgent need of the moment; and 
with the awakening that has come over Indian labour, they 
have great potentialities for good. Urban banks are capable 
of unlimited expansion as is shown, by the suocess of several 
communal, middle olass and Government servants* societies; 
and the field for oo-operative .dairieaijs. ljarge with the milk 
problem insistently demanding solution. The urgent need of 
and the soope for oo-operative societies for production, purchase, 
sale and insurance, are admitted on all hands. What is 
required is a vigorous oampaign of publio eduoation in oo« 
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operation and the voluntary and willing services of eduoated 
people, solicitous to bring the benefits of the movement within 
the reach of the mass of the population. Prejudice and 
lethargy among the eduoated classes must give plaoe to 
reasoned faith and zealous activity. Oentral co-operative.; 
organizations started with a view to provide popular eduoatioh, 1 
are a step in the right direction, and the cry on all sides is for I 
more workers and larger funds. 
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227. National Dividend :— We have so far considered 
questions relating to the production and circulation of wealth, 
and must now proceed todisouss certain problems concerning the 
distribution of wealth. Consumption in the object of all wealth- 
creation, and the wealth produced by a community, must be 
distributed among its members in order that it may be consum¬ 
ed. The wealth produced by the co-operation of the various 
agents, who supply the essentials of production, constitutes a 
reservoir out of which those agents take out their shares. 1 
Goods and services produced and rendered to satisfy the wants 
of the community by means of land, labour and capital, are the 
source from which these agents are remunerated. Each agent 
has a claim to a share in the common stock, and naturally an 
increase in the total product means and ought to mean aug¬ 
mentation of these shares. The remuneration whioh the land¬ 
lord receives for his contribution to production, is called rent; 


1 “ The labour and capital of the country, acting on its natural resources, 
produce annually a certain net aggregate of commodities, material and im¬ 
material, including services of all kinds. This is true, net annual income or 
revenue of the country, or the national dividend. ”—Marshall: Principles of 
Economics. 
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interest is the remuneration of the capitalist, and wages are the 
payment received by labourers. The entrepreneur or organizer 
who brings together the agents of production and oarries on the 
enterprise, is also rewarded with his share which is oalled profit. 
Specialization in production has now proceeded to such a length 
that different olasses in the community have oome to control 
different agents of production, though a combination of these 
last in the same hands is not uncommon. Shares in the nation¬ 
al dividend obtained by these classes, corfbspond or should cor¬ 
respond to the contributions made by them to the production of 
wealth. And the remuneration of each contributor is determin¬ 
ed by the social demand for his services. Except in the case of 
agriculturists, people seldom engage themselves in the produc¬ 
tion of commodities that directly satisfy their wants. Even all 
the food products needed by the farmer oannot be produced by 
him. In this way, each produces what he can and throws it, 
as it were, into the sooial stock and takes out of it for his own 
needs, what he is allowed to abstract. 

In a previous Chapter 1 we remarked that the problem of 
production is the most important in India, that of distribution '■ 
being comparatively subordinate. But this does not mean that 
the remuneration received by the different participants in 
wealth-creation, has no bearing upon the economic condition 
of society. And if one of them takes more out of the common 
stock than is due to him, the others have to suffer and their 
loss not only causes injustice and hardship but is likely to 
affect adversely the aggregate production, and therefore, the 
interests of the community as a whole. Hence the need of 
equitable and economically desirable distribution of wealth. 
The older economists trusted too much to the beneficent opera¬ 
tion of competition but the domination of one olass over 
another has led, especially under modern forms of organization 
of industry, to inequalities and to the rise of capitalism and 
socialism. The tenant and the labourer in India have not had| 
their due while the landlord and the capitalist have become! 
wealthy and powerful. Being unorganized, the former have, 
had to be left to shift for themselves and have now been pro-\ 
tected by the State in several particulars. \ 


1 Pages 51, 52, 53. 
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228. Wealth-Distribution :—Ezoept when persona and 
families are self-sufficient, produoing wealth for their ownr 
consumption, a constant ezohange of commodities and services 
must take plaoe among the members of a community. Even in 
the most primitive village, the peasant requires goods which- 
he cannot produoe and this need of ezohange is greater in 
proportion to the progress of society, with its differentiation 
and spaoialization of functions. People are thus perpetually 
oreating wealth in various forms and rendering services which 
go into a common stook, as it were, and they draw from it their 
share determind by the value of their own contribution to the 
community’s aggregate income. The supply of these commodi¬ 
ties and servioes contributed by individuals is itself the demand 
for other commodities and servioes; and this process of the- 
filling up and depletion of the common reservoir is constantly 
going on though it may not always be obvious to every body. 

If we ezclude those who cannot contribute to wealth- 
production, e. g. children and old men and those who will not 
produoe or render servioes, beggars and thieves, other persons 
will be found to work in order to secure necessaries, oomforts 
and luzuries. These latter are received in exchange for what 
they contribute to wealth-production. The fact that the 
remuneration is reoeived in the form of money, does not alter 
the fundamental nature of the distribution of wealth. On what 
principle this distribution should take place and how the share 
of each contributor to the national income should be determin¬ 
ed, are questions whioh have long been debated. The law of 
demand and supply, that is oompetion, is the main regulator 
of the shares, though the justioe of this allotting of shares has 
been challenged. Oommunists and socialists would give to 
each person according to his needs or deserts, but these are not 
easy to determine ; and besides the difficulty of making an 
equitable distribution, there is the other consideration about 
the effect of the alternative methods of distribution, upon 
production, and therefore upon the national dividend that will 
be available for distribution, that has an important bearing 
upon the condition of the community. 

The inequality, the injustice and the comparatively unsa¬ 
tisfactory conditions of life whioh are involved in the uneven 
distribution of wealth, under the ezisting industrial system,. 
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have raised most diffioult problems for whioh various solu¬ 
tions are being proposed; and are responsible for most of the 
industrial unrest whioh prevails all over the world. It is now 
commonly agreed that without impairing the effioienoy of pro¬ 
duction and weakening the stimulus to eoonomio enterprise, each 
contributor to wealth-creation ought to be enabled to seoure 
a decent amount of remuneration and that monopolistic earn¬ 
ings and inoomes obtained at the cost of other members of 
sooiety, should be rendered impossible. Oustom was long the * 
regulator of distribution in India and inequalities were suffered 
because they were regarded as natural and inevitable. But 
with the growing prevalence of modern economio conditions, 
competition is ooming to play a more important part and with 
it a reaction in favour of equality and fair allocation of reward 
for services. A fair and equitable remuneration of different 
kinds of work has been the social ideal in all countries for 
centuries. But what constitutes fairness and equity in distri¬ 
bution when different olasses and grades of labour have to be 
dealt with, has been diffioult to determine, and consequently 
landlords, capitalists and middlemen have been able to seoure 
a comparatively larger share of the wealth produoed by the 
community. 

229* Profit :—Profit is the share in the national income 
that falls to the lot of the entrepreneur or manager of an 
industry. It is often times confused with interest and the ordi¬ 
nary remuneration of labour. Profit is, however, like rent, excess 
of the selling prioe over cost of production. The ‘ marginal * 
produoer is just able to meet this cost, but the producer whose 
cost is less, derives a profit. In profit, as it is generally -under¬ 
stood, there is always an element of wages or interests but 
pure profits, in a state of competition, depend upon varying 
prices and oostsy In conditions of monopoly, the exoess of 
incomings over outlay, may be unaccountably large and have 
no relation to costs, trouble or risk involved in production and 
supply. The size and the nature of the demand set limits to 
the profits under these oiroumstanoes. A produoer may himself 
contribute all the factors of production and the value of his 
output will oontain the elements of remuneration for all of 
them. 
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The profits of Indian cultivators are, of oourse, regulated 
by the prioes of agricultural products and the peculiar condi¬ 
tions as to oosts under which they produce. In times of soar- 
city, for example, the prevalent high prices favour cultivators 
in certain localities while their neighbours are great losers. 
The unsatisfactory conditions of the Amerioan ootton orop will 
thus send up the prioes of the Indian staple but in this case it 
is the middleman who is more likely to get the advantage than 
the oultivator, though the latter does not fail to derive some 
benefit. Here luck or chance plays an important part; but 
/permanent profits are the result of permanent advantages and 
favouring circumstances, which are, however, discounted by 
competition. The advantage of care and diligence, of good soil, 
cheap credit, irrigational faoilites, proximity to markets, 
utilization of improved manures and implements are these 
faotors. But the profits will diminish or vanish as these 
advantages are shared by other cultivators. Increased wages 
of labour and high prices of clothing and other necessaries of 
life which have to be purchased, will, again, increase the costs 
of production and reduce profits. This does not make improve¬ 
ments meaningless because what is lost in falling prices, is 
gained in a larger output. And here we are speaking only of 
pure profits. As regards manufacture, a craftsman who is re¬ 
puted to be ingenious or honest or skilful is able to procure 
larger profits than his competitors. The above remaks apply 
to trade also. 

Profit in this sense of a differential gain, like rent, depends 
upon certain peouliar advantages, vanishing when these advan¬ 
tages vanish. It is for this reason said that profits may be 
reduced to zero and yet an industry may continue to be carried 
on. . The opening up of a part of the country by a railway or 
the establishment of a new market in the vicinity, has made 
agriculture more profitable in certain localities while that 
advantage is denied to less fortunate tracts in the interior. 
But ordinary profit which is nothing but reward for the trouble 
of management, becomes a part of the cost of production, and 
however small it may be, it must be earned by all in order that 
they may carry on their industries. When the elements of rent, 
interest'and wages are excluded, profit is the remuneration 
for the work of organization and management. It is possible 
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-to find oat the residue after the shares of these factors are de- 
duoted from the prioe obtained for the produce and it may often 
be nil. A oultivator who takes a farm on lease, for instance, 
pays rent, wages and interest and retains an amount in his 
hands whioh is larger than what he would have obtained if h^j 
had worked for another as a mere hired labourer; and that 
amount is his profit. If no suoh surplus is left, he must be said 
to have earned no profits but obtained only ordinary wages] ; 
Where it is not the result of fortuitous circumstances, profit 
will be the reward for inventiveness, superior, enterprise or> 
efficient management. ' 

230. Agricultural Profits :—Agricultural profits were 
comparatively steady when different parts of the country were 
isolated from one another and from the outside world, being 
disturbed only by scarcity or famine. There is a oyole of good 
and bad years in agriculture in most parts of India, and profits 
and losses alternate. Losses have to be carried over from bad 
to good years and the average profit is negligible. When 
provinces and districts were isolated from one another, this 
disparity was remarkable. But now the districts and pro¬ 
vinces of India has been linked to one another and to foreign 
countries by railways and steamers, and competition also 
plays a more important part than before in the determination 
of profits. The demand for cotton, for example, in foreign 
as well as in local markets, acts upon the price of the Indian , 
staple, and the profits immediately go up with rising prices 1 
though they may be intercepted by middlemen as pointed out 
above, and may not always reach the actual producers. /t While, 
therefore, the oultivator in India may get out of the soil just 
enough to maintain himself and his family after meeting the 
cost of the cultivation, consisting of interest on oapital, land 
revenue or rent nd so forth, the profit will be only the wages 
of labour. A. ^^vator working on dry land may earn Rs. 16 
per acre and tw^Rfegated land twice as much. In certain cir¬ 
cumstances, therefore, a some margin will be left to him, whioh 
will be his profit. 

The profits of the oultivator will, normally speaking, in-^ 
orease if he can utilize the factors of produc'ion more econo-\ 
tnioally. If he makes the most of the materials and implements >. 
he possesses and bestows all his energies and care upon the 1 
64 1 
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• business, be will be able to extract a larger output from th» 
: soil. The items of interest and rent take a heavy toll of the- 
produce of agriculture and the surplus tends to beoome small. 
An adequate supply of oheap capital, oombined with the 
enterprice and managing oapaoity of the farmer, must yield 
substantial profits. Improved implements, good seed and 
manures and advanced methods of cultivating and marketing* 
are factors which are calculated to make intensive farming 
profitable. In dry farming, much has to be left to ohance and 
the returns are precarious. But even there, oareful and 
judicious management does not go without its proper reward. 

A farmer who possesses a large block of land enjoying the 
benefit of wells or irrigational canals and who has a stock of 
plough cattle as well as capital for seed and manure, is able to 
make good profit and is well off. But usually the oultivator is 
just able to maintain himself and his family with their labour* 
and the income from the land owned or leased must be supple¬ 
mented by wages earned elsewhere and in other ways. 1 2 Agri¬ 
cultural profit worthy of the name is obtained on irrigated land, 
for instance,^ where sugar-cane and garden and commercial 
orops Tike ootton, are grown.Owing to minute sub-division 
of land and want of capifal, the profits of cultivation are 
usually very small. This fact is brought out in the inquiries 
which have been recently made into the family budgets of 
cultivators in different parts of the country. 

If profit is the reward for enterprise and efficient manage¬ 
ment, the farmer must have at his disposal the means of earning 
an income in that form. We have to recall here the unfavoura- 

1 See Dr. Mann’s Life and Labour in a Deccan Village. 

2 “How very large the margin of profit may thus become I can illustrate 
from my own experience with regard to the land round the city of Poona. 
Ten years ago, this land produced only a poor and uncertain crop of millets 
worth perhaps Rs. 5 or Rs. 10 an acre. Now the same land is covered from 
year to year with a magnificent crop of sugar cane, and when 1 left Poona 
the other day it was being sold as it stood on the ground for about Rs. 500 an 
acre. By this transformation the raiyat, from being a wretched starveling, 
ever on the borders of famine, becomes a substantial yeoman eager for further 
improvements and ready to pay for all the accommodation he requires”—Sir 
W. Wedderburn in a Paper on Agricultural Banks in India read before the 
Manchester Chamber of Commerce, in 1883. 
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ble features of the common Indian raiyats’ position in this 
respect. The uneconomic smallness of the holding of the culti¬ 
vating proprietor or tenant farmer, brought about by repeated 
subdivision and dispersion, renders remunerative organization 
and management impossible, and profits may ultimately be found 
to be equivalent to or less than ourrent wages. Consolidation , 
of holdings or co-operative cultivation are calculated to improve 
the position. Otherwise, farming can not be organizeaana 
managed as a business. It becomes a supplementary industry; 
or rather, other occupations and industries supplement agri¬ 
culture, and any profit that may aoorue, is not agricultural 
profit in the true sense. Agriculture must, in such cases, be 
regarded as a losing aotivity and is carried on for non-eoonomic 
reasons. At any rate, it cannot be an independent enterprise 
remunerative by itself. That capitalist and absentee landlords 
fail to secure a profit while the raiyat scores apparent suooess, 
is a phenomenon which merits reflection in this connection. 

231. Industrial Fronts 'The above remarks apply 
mutatis mutandis to the ordinary artisan or oraftsman also. 
Those engaged in domestic industries, the autonomous workers », 
will normally be able to get just enough to maintain themselves, 
that is, wages, unless the demand for their products increases 
and enhanoes prioes or their costs of production are reduced. A s 
we have shown in a preceding chapter, they may not be able 
even to get these wages and may have to give up their callings. 1 
Conditions created by the War, favoured several olasses of 
producers, who, in normal times, oould just make a living or 
led precarious lives, and they enjoyed a temporary jspell of 
prosperity ; but the profits of.these industries disappeared with 
the Cassation of the war and unless economies are introduced 
in management or prices remain at a sufficiently high level, they 
will barely remunerate the labour of the workers. 


1 “ Taking India, as a whole, although there lias been, an increase in 
industrial prosperity and development in the period between the censuses of 
1901 and 1911, competition with imported articles and the products of factor¬ 
ies, organized on the latest methods and worked by machinery, have ruined 
many of the handicrafts, especially the lmndlooin industry and compelled 
people to leave their ancestral vocations for other means of livelihood, not¬ 
ably agriculture.”—K. L. Datta: Report on High Prices. 
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In the oase of an autonomous produoer, a master crafts¬ 
man employing hired labour, the'remuneration for management 
is substantial and can be easily distinguished. That is not 
possible in the case of a small artisan working by himself or 
with the help of the members of his family, though, of course, 
the element of profit may be present even there. Several such 
craftsmen and artisans, rise from the position of humble wage 
earners and become employers of labour and earn profits from 
the industries organized by them. They save and borrow capi¬ 
tal and are able to dear a margin after paying interest and 
wages. Many such builders, oarpenters, weavers, shoemakers, 
tailors, contractors and shopkeepers may be seen on every hand 
* at every plaoe. And given the necessary ambition and enter¬ 
prise, there is much scope for profit even in small and indigen¬ 
ous industries. 

The profits of industries conducted on modern lines have 
been large enough. Cotton, jute, the tea plantations and the 
mining industries have a margin left to them whioh has encour¬ 
aged the expansion of manufacture. “ The number of these is, 
however, very small. The rise of prices has undoubtedly benefit¬ 
ed them in as much as the prices of artioles produced by them, 
have, in most cases, far exceeded the cost of production.” When 
competition is active, the general rate of profit will tend to be 
uniform and to diminish. Capital will flow into the compara¬ 
tively more remunerative industry and the level of prices and 
profits will be brought down.'\Customary profits also will be 
steady and in most rural parts in India, except when the equili¬ 
brium between the supply and the demand is disturbed by an 
economic crisis like a famine or when the high prioes ruling 
in the outside markets reach the country side. 

232, Dividends Joint stock companies afford a good 
opportunity to persons who have small amounts of capital to 
invest and who want to share in the profits of the large manu¬ 
facturing industries. Shareholders receive not only interest 
upon the money they have put into the industrial or trading 
oonoern, but participate in the profits of management also. 
The oonoerns are managed by or are under the supervision of 
their representatives, the eleoted directors ; and shareholders 
are entitled to receive a share in the profits. The holders of 
* ordinary ’ shares are prepared to faoe the risks of loss in the 



DIVIDENDS. 


50» 


hope of receiving such dividends normally as will more than 
make good occasional deficits. They participate in the control/ 
of business, and therefore, in profits and losses. Those who- 
hold ‘ debenture 9 shares, are the creditors of the company and 
are content with a fixed rate of interest on their capital* 
whioh must be paid before profit is declared. They do not 
control the management and receive no profits. Holders of 
4 preference * shares are assured a fixed rate of profit and theirs 
claim must be satisfied before a dividend is paid on * ordinary 9 ) 
shares, though they are not entitled to receive more when the" 
company earns more, y The device of joint stock companies, in 
this way, enables persons who could not conduct industries 
themselves, to become part proprietors and managers and to 
share in their profits whioh are an inducement to capital to 
flow into productive channels. 

The Bombay mill industry reaped a rich harvest of profits 
when owing to the deficiency of the supply of foreign cloth, 
the level of the prices of indigenous piece goods rose during 
the war. How abnormally high profits may be earned by 
industries which are placed in exceptionally favourable cir¬ 
cumstances, may be best illustrated by a reference to the huge 
amounts raked in by the jute mills during the four years 
ending in 1918. The amounts of the profits given below are 
arrived at after deducting the income tax and the supertax 
paid to Government. These huge profits were earned, be it 
remembered, at a time when raw jute was very cheap and the 
Bengal cultivators suffered from low prices. 


Years. 

Net Profits. 

£ 

Ratio of Net Profits 
to paid up Capital 
Per cent. 

1914 

823,000 

10 

1915 

... 4,661,000 

58 

1916 

... 6,155,000 

75 

1917 

, t , 4,305,000 

49 

1918 

... 10,578,000 

113 


There are, of course, ups and downs in the condition of 
these industries, and in calculating profits we have to take the 
average of a few years. The scale of profit in the case of the 
cotton industry, for example, is regulated by the stocks of pieca 
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.goods in the market, the prioe of raw cotton, the supply of coal 
. and so forth. But on the whole, in industries oarried on with 
the assistanoe of machinery and on a large soale, the rate of 
profit is sufficiently high. The shares of joint stook companies 
are quoted at high figures and the share holders of such con¬ 
cerns, large and small, participate in the industrial prosperity. 
The market quotations go up and down with speculation, but at 
bottom they are based upon the profits earned by companies 
and the market rate of interest whioh is a constant regulator. 
The new mills and factories whioh are rising on every side, the 
gins and presses and the oil, leather, woollen and flour mills as 
also sugar-cane crushers whioh are being set up, are evidence 
of the attractive profits that are earned in these ooncerns. It 
is also evidenoe of the diversion of industrial effort from one 
direction viz. the old, to others, the modern type of manufac¬ 
tures. Cotton mills are reported to be making huge profits in 
-the midst of the general economic depression. The industry is 
stated to have earned a profit of 20 orores in 1920 and 15 crores 
in 1921, on a capital of Rs. 12 crores. Joint Stock banks also 
show substantial profits. 

233. Interest The remuneration of capital in India is 
high, and it is notorious that rates of interest are usurious. 
There is never a uniform rate of interest anywhere, muoh less 
in a country like India though at any given time there is an 
interest rate for different species of capital depending upon 
security and other considerations. In western countries, the 
rate steadily went on falling for years till at last it has now 
been raised by the enormous demand the War has made on 
capital throughout the world., Where competition has free 
play and there are banking facinties, variations in the rate of 
interest are rarej£ but in the absence of these conditions, it 
rules very high. It is also high where the supply of oapital is 
inadequate, and millions of British oapital have thus been at¬ 
tracted to the Colonies and to foreign countries. 

As we shall presently show, usury is largely practised in 
India; and though there is a strong popular feeling against 
unconscionable rates of interest, money-lending is extensively 
done by all olasses of people. Some*specialise in the business, 
but the number of a amateurish lenders of money is not small. : 
That interest is a legitimate remuneration of oapital; whioh is’ 
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wealth not oonsumed by the lender and is placed at the disposal 
of the borrower, for his needs and benefit, is well understood. 
There is nothing inherently wrong in borrowing if it is resorted 
-to for productive purposes or to tide over extraordinary diffi¬ 
culties. The money lender, likewise, renders a distinct servioe 
and deserves payment for it. We have shown in Chapter IV 
how important oapital is as a faotor in production and how 
industrial progress in India will be governed by the ease with 
which oapital can be secured by producers of wealth. Capital 
will not be saved and accumulated unless there is inducement 
for people to do so. Interest is this inducement and money 
lenders and banks take it upon them to provide oapital. 

People who want to provide for the future, save and invest 
in different securities. Those who do not like to take risks and 
.are anxious for a seoure income, invest in Government loans or 
loans floated by publio bodies and deposit their money at the 
postal savings banks from whioh the rate of interest obtained 
is low. Money lending is a troublesome business beoause it 
involves risks and litigation. But it is lucrative. Most of the 
ordinary money-lending is on the security of moveable and im¬ 
moveable property. Mortgaging of lands and houses is ex¬ 
tensively done by persons in difficulties, and several sowkars 
lend on mortgage with the view ultimately to acquire the 
mortgaged property by taking advantage of the inability of the 
debtors to re-pay. Lending on the seourity of jewellery is 
regarded as the safest *kind of transaction because the objeot 
pawned oan be easily converted into cash. And people very 
often oonvert their savings into jewellery with the express 
objeot of having with them a seourity to offer for loans. 
Village sowkars, as a matter of convenience, take interest from 
cultivators in the form of grain ; and the harvesting season is 
tbe time for the collection of the amounts due. 

/ 234. Rate of Interest.—With increasing seourity of 

I life and property, with the spread of education and the exten¬ 
sion of banking facilities, the rate of interest slowly went 
down. Mr. Datta’s inquiry led him to the conclusion that the 
rate of interest in India was steadily declining. He observes:—• 
“ The rate of interest on agricultural loans varies widely In 
different parts of India and even in the same place, according • 
to the credibility of the cultivator or the seourity offered ;*thua 
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jin Bengal, it is said to be 36 per cent.; in Eastern Bengal, 37 y 
to 75 per oent.; in the Central Provinces, anything from 6 to- 
100 per oent., and in Madras 6 to 36 per oent. It is, therefore, 
difficult to oolleot statistics to show whether the rate has in* 
creased or decreased. But the general belief is that the rate of 
interest has been lowered exoept in some parts where restric¬ 
tions have been plaoed by law on alienation of land, thus 
reduoing the value of seourity.J It seems from the evidenoe 
collected that this lowering of fne rate has been due to increas¬ 
ed wealth and a consequent inorease in the number of money¬ 
lenders who compete with each other in reduoing the rate. Co- 
operative oredit societies have also doubtless contributed to- 
'these results in places where they have been constituted.” 1 

But as oapital is shy in India, it reoeives a more liberal 
remuneration than elsewhere. The ordinary producer has no- 
capital of his own and must borrow at ruinous rates of interest. 
Without a wide expansion of banking facilities and a rapid 
spread of education, interest rates are not likely to be appreci¬ 
ably lowered in this oountry. The war has made heavy 
demands on capital, and for years after the restoration of peace, 
its supply will be inadequate and therefore interest rates will 
remain at a pretty high level. They have already taken & 
big jump, and the tendenoy noticed above has been clearly 
arrested. Only a few years ago, money could be obtained for 
good security, at 4 to 5 per cent.; but now 9 to 12 per cent, is 
the ruling rate for the same loans. 

The rate of interest on Government and other securities 
steadily deolined for many years and only the war loans have 
now pushed it up. /The reoent ten years’ bonds were offered 
by Government at o per cent.; and this high rate has had its 
effect upon the general rate of interest. ^ The decline in the 
purchasing power of money has a good deal to do with this 
phenomenon. It will take a long time for the rates to go down 
again as they are likely to be kept up by the large demand for 
industrial capital. In the busy season, the rate for temporary 
accommodation is high and this rate is always fluctuating. 
Money-lenders can always command a high return #for their 
capital, and agriculturists, artisans, craftsmen, small traders 


1 Report on High Prices. 
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and other needy people oannot borrow without paying a heavy 
prloe. There is an element of risk in these transactions, and 
the borrowers are very needy. Hence the prevalence of usury/ 
over almost all parts of the oountry. 

235* Hindu Law :—The prejudice against the taking of 
interest which has prevailed in all countries, is attributable to 
the fact that before the era of large industries, money and goods 
were chiefly borrowed by people in difficulties or distress; and 
to demand a reward from the debtor for his use of the borrowed 
amount under suoh oiroumstanoes, was naturally regarded as 
cruel, and therefore, objectionable.; In India the true nature 
of interest was dearly understood even in remote times and 
the law attempted to regulate its rate rather than to prohibit it 
altogether. The distinction between a debt seoured by a pledge - 
and one unsecured, was clearly understood, and the Dharma 
Shastras have laid down definite injunctions on the subjeot. 

Thus Manu says that ‘ a money lender may stipulate as an 
inorease of his oapital, for the interest, allowed by Vasistha, 
and take monthly the eightieth part of a hundred.’ 1 This means „ 
a rate of interest of 15 per oent. per annum and is taken as 
having reference to a debt seoured by a pledge. From inscrip¬ 
tions belonging to the seoond century of the Christian era, it is 
clear that the prevailing rate of interest was between 9 and 12 
per cent. The guilds of those times took deposits and paid 
interest on them at the above rates.'; In the case of unsecured 
debts, Manu allows 2 per cent, pef mensem, the higher rate 
being justified by the risk involved, * for he who takes two in a 
hundred becomes not a sinner for gain.’ The rate of interest 
was also to depend upon the caste of the borrower,—the lower 
the caste the higher the rate. 

Other law-givers suoh as Narada. 2 Brihaspati, Vasistha 
and Yadnavalkya lay down similar rules regarding rates of ; 
interest of which four different kinds are mentioned including j 
compound interest; and it is stated that besides the general ' 
rules, there are speoial rules according to the looal usages of j 
the country where the loan has been made. The highest limit; 
to which interest may be allowed to grow and above which it| 


1. The Laws of Manu, VIII, 140. 

2. Narada, 1, 98. 

65 
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& not permissible, is double the amount of the principal. 1 A. 
limit of three and even eight times is mentioned as obtaining 
in certain countries. Varying rates of interest are spoken of 
as chargeable on gold, grain, doth &o. Taking of interest on 
loans made through friendship, is depreoated, unless there ie 
an express agreement on the point; and even without agree¬ 
ment interest is supposed to aoorue after six months. Usury 
is specifically condemned. Manu says :—“ Stipulated interest 
beyond the legal rate, being against (the law) oan not be 
recovered ; they oall that a -usurious way ( of lending). The 
lender is in no case entitled to more than five in the hundred.” 

236. Usury: —As in western countries, so in India, 
usury or exhorbitant and extortionate interest has thus always 
been considered as reprehensible and the State has every¬ 
where endeavoured by means of legislation, to discourage it. 
We have shown above what is the spirit of Hindu law and 
usage in this respeot. Islamio law prohibits usury altogether, 
and several strict Mahomedans do not take interest even on 
their deposits in savings banks and on Government securities. 

( In 1914, the Government of India issued a circular letter to 
/'looal Governments on the subject of the feasibility of proven t- 
i ing the use of oivil oourts as an agenoy for the realisation of 
usurious demands by money-lenders. The issues raised in the 
letter were, (1) whether the courts are as a matter of fact at 
present compelled to give effect to unconscionable contracts 
and to enforce the payment of inequitable and extortionate 
demands; (2) whether, if the answer is in the affirmative, this 
abuse of the authority of the courts has attained such dimen¬ 
sions that it is expedient to take steps to remedy it; and (3) in 
what manner it can be prevented without engendering conse¬ 
quences more prejudicial to the interests of those concerned 
than exist at present. 

The main remedies, the letter went on to state, for the 
suppression of usury, were perhaps the following:—(1) the 
fixing of a legal maximum rate of interest recoverable; (2) the 
determination of a legal maximum amount of interest recover¬ 
able, commonly known in India as the rate of Damduppat; and 
(3) the bestowal of authority on the courts to go behind a 


1. This rule ie known even to-day as 1 Damaduppat,’ 
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contract, re-open a transaction, and redaoe the rate of interest 1 
to what is thought to be equitable. The third line of aotion ; , 
has been embodied in the English money-lenders’ Aet of 1900; {j 
The Government of India anticipated and stated the various 
objections that might be raised against the undertaking of any 
legislation on these lines. For instance) it was contended thatt 
it would interfere with private contraot, that it would increase \ 
litigation and harrass the ordinary operations of trade and that 
it would be ineffective. There was muoh force in these objec¬ 
tions, and the results of the operation of the- Deooan Agricul¬ 
turists’ Relief Aot, have not proved very satisfactory. The 
Government of India Itself wisely observed, in its letter, how¬ 
ever, that it would not be right to argue that ‘ everything is the : 
fault of the money-lender and that the debtor is always a 
blameless and injured innocent.’ 

Usury laws 'have been condemned by economists as a 
useless and undesirable interference with liberty, but this 
condemnation is based on the assumption that the loans Test' 
upon the equality of business opportunity and the free competi¬ 
tion of capital. “ Under suoh conditions,’’ Seligman points 
out, 1 2 “ usury laws are futile and worse than futile, because 
they either tend to evasion or beoome a drag on industry.” ' 
Where these oonditionB do not prevail and the lender is in a 
position to take an* unfair advantage of the borrower, it ia 
necessary to proteot the latter. Laws in FranoeHSngtand^ 
Germany and America, grant suoh protection to the borrowers, 
and in a country like India measures of this kind were 
absolutely necessary. As Gide points out, “ it is no more of a 
contradiction to allow liberty as regards the rate of interest, 
while punishing those who make a profession of lending at a 
high rate, than it is to allow consumers the liberty to drink, 
while punishing publicans who supply drunken men.”* 

* 237. Usurious Loans Act:—The question of affording 

relief to debtors in oases of unconscionable bargains between 
money-lenders and debtors, had been the subject of discussion in 
India for several years, espe daily in oonneotion with the opera¬ 
tion and theieffects of the Deccan Agriculturists Relief Act of 


1 Principles of;Economics. 

2 Political Economy. 
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1879. The Indian Contracts Act Amendment Aot of 1899 was 
passed in view of certain recommendations made by a commis¬ 
sion appointed to inquire into the working of the above Belief 
Aot. The attention of Government was again drawn to the- 
problem by the High Court of Calcutta and there was some dis¬ 
cussion about it in 1906. But nothing was done at the time on the 
ground that oiroumstances were not favourable to legislation. 
The question could not, however, finally rest there, and as 
'pointed out above, the Government of India consulted the 
_ Local Governments in 1914 with regard to legislation for the 
protection of debtors from extortionate creditors. 

The proposals having been received with favour, the 
Government of India at last brought in a usury bill, based upon 
the ideas referred to above, before the Supreme Legislative 
Council in September, 1917. The object of the measure was 
approved on all hands and the passage of the bill through the 
Council, was not a difficult matter. The bill, it need not be 
repeated, was based upon ‘ the principle of giving the courts 
authority to go behind a contract, to reopen the transaction, 
and to reduce the interest to an equitable amount. ’ It became 
law on 2nd March, 1918. It is to be seen what ameliorative 
effeot the Act will produce upon the large olass of helpless 
debtors whioh exists in India. The needs of the poor borrower 
are inexorable and he quietly submits to the extortions of the 
professional money-lender whose trade is not likely to be much, 
affected by the rigours of the law. 

The usurer will flourish so long as he seoures easy victims. 
The ignorant, the needy, the extravagant and the unfortunate 
are the people on whom he fastens and fattens. He has risks 
to run as he deals with persons who have little seourity. The 
public must be protected from these harpies, but the most 
effective method of overcoming the evil is that of spreading 
education, teaching thrift and providing means for borrowing 
at reasonable rates of interest. The classes who save and lend, 
must receive due remuneration for their trouble and sacrifice. 
This remuneration need not, however, be exorbitant and its rata 
will deoline with the increase in the supply of loanable capital. 
Well-organized banking, co-operative and joint stock, will go a 
long way in bringing down the rates of interest and to emanci¬ 
pate the poor and helpless olasses of workers, agricultural or 
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•otherwise. It will, at the same time, provide faoilitiee to those 
who will save, to earn a secure inoome from their savings. 

238. The Position and Prospects Though there is, 
at any given time and any given place, a bank rate and a; 
market rate of interest, and though there is a relation between 
them, rates of interest vary with different conditions in the 
same community and in the same locality. The ourrent market 
rate changes with the supply of and demand for ready money 
and accommodation, while the village sowkar’s rate is hardly' 
affected by these ohanges.' Co-operative societies have brought 
down the rural rate of interest to some extent, but the bania 
is still able to dictate his own terms in the village and the 
town/j> The thriftless, the needy, the ignorant and the poor 
will pay any rate and submit to any conditions imposed upon 
them by the lender of money and the Kabuli sowkar still 
flourishes in the country. The prospect of earning an easy 
and oomfortable living is very tempting, especially when good 
security e. g. gold, land and house property is forthcoming. 
The business of the sowkar is thus eminently attractive and is 
widely practised both as a regular source of income and as a 
supplementary occupation. It, however, entails a great amount 
of risk and trouble. The borrower is not punotual in paying 
interest or repaying the debt, and prolonged and costly litiga¬ 
tion has to be resorted to. The sowkar’s business has beoome j 
a specialized art, success in which requires certain qualities ; 
and amateurs often come to grief when they dabble in such \ 
affairs. Compensation for the risk and trouble is sought in a . 
higher rate of interest charged. 

Officials retiring from service and business men wishing, 
to live upon independent incomes, invest their savings in Gov¬ 
ernment securities and industrial and commercial enterprises. 
Those who seek a steady and secure income or want to pro¬ 
vide for their children, become “ rentiers ’* and invest in the 
loans of the State and of other publio bodies like the Bombay 
Corporation and the Port Trusts. This method of earning a 
safe and steady inoome has been peculiarly popular in India 
and is suitable for endowments of oharities. When before the ^ 
last great war, remunerative outlets for investment were few 1 
and money was generally easy, the rate of interest for Gov- 
ernment securities was low and had been progressively reduced. 
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Crores of rupees have been looked up in the 8 and the per 
cent. Government paper, and even to-day, the investments in 
the latter amount to Rs. 100 orores. During the war and after 
it. Government has had to borrow heavily in India, and this 
inoreased demand for the savings of the publio has raised the 
rate of interest Loans of the State at 6 per oent., free of 
income tax, have had their effeot upon the general rate of 
interest. Depredation of money, that is, a diminution in its 
purchasing power, in effeot, keeps the purchasing oapaoity of 
incomes from interest where it was. The market price of 3 
and 'i>Vi per cent. Government securities has declined in sym¬ 
pathy with the higher level of the current rate of interest,, 
and the holders of such securities oan not sell them to realize 
cash. That paper was not redeemable and was intended only 
to yield a seoure income from year to year. 

The prices of industrial shares are governed in the main 
by the present and the prospective prosperity or otherwise of 
the concerns and are worked out on the basis of the current 
rates of interest. Take, for example, the share of a cotton 
mill in Bombay. The price quotations of its shares on the ex¬ 
change will be found to be governed by the yield of its divi¬ 
dend last declared and the market rate of interest prevailing 
at the time. The original price of the share of the Swadeshi 
Mill, for instanoe, and its market quotation on 15th August, 
1922, were respectively Rs. 500 and Rs. 5,000, the dividend paid 
for the last half-year being Rs. 300 per share. The quotation 
for the Sholapur Mill on the same date was Rs. 20,000 and 
the original value of the share was Rs. 1,000, the dividend 
paid for the previous six months being Rs. 1,300. The profits 
of the holders of shares who had purchased at the old values 
and at comparatively low prices when the dividents were not 
exceptionally high, are enormous. Thus the profit of Rs, 1,300 
on an investment of Rs. 1,000 in the case of the Sholapur Mill 
is nothing but fabulous; and equally fabulous is the profit 
made on the sale of these shares at the high prioes ruling in 
the market. But for purchasers in the market, the rate of 
interest anticipated is 6 or 6H per oent., and therefore, the 
price of the share for them is Rs. 20,000. 
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239. Rent from Land Having dealt, in the last 
Chapter, with shares in the national dividend appropriated to 
business organization and capital and reserving for the next 
Chapter, the consideration of the remuneration reoeived by 
labour, we shall proceed to the consideration of the share of the 
remaining participant in production, viz. land. The word ‘rent’ 
is used in common parlanoe to connote the price paid for the 
use of a thing e. g. a house, a machine or a carriage. But more 
often it is associated in the popular mind with the price paid 
or obtained for the use of land. This income from land is in¬ 
dependent of the returns reoeived for the oapital invested or the 
labour expended, and the theory whioh explains the emergence 
of land rent is famous in Political Economy. Pure eoonomio 
rent is the income received by the owner of a property as a 
result of the advantage it enjoys in the matter of situation, 
productivity or other qualities, over other properties and is not 
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earned by either the capital or the labour of the owner. 1 It is 
not an imaginary oase but an actual fact that there are lands 
which yield no income, independent of the return to capital 
and labour. A person cultivates a piece of land and the outturn 
of crops may be just enough to pay the wages of hired labour¬ 
ers, the interest on capital borrowed and the prices of neces¬ 
saries required to maintain the owner while at work on the land. 
This is the economists’ ’ no rent land '. As pure profit is to be 
distinguished from the reward for management, pure economic 
rent must be clearly marked off from wages of labour and 
interest of capital put into the soil. These remarks apply to 
land used as building sites or play grounds as muoh as to agri - 
cultural lands. Land which is unfit for cultivation and lying 
at a distance from human habitations will yield no rent, but 
the rents of land that may be used for houses and factories 
fetoh high rents. 

The comparative utility of land determines its varied and 
varying values, as in the case of other forms of wealth. Land 
is a gift of nature, but it has to be appropriated and made fit 
for producing orops or serving as building sites. Rent of land 
increases as demand for it increases and the advantage of ferti¬ 
lity or situation tends to enhance -it. This character of land 
rent, the limited supply of land, the national and economic 
importance of the food and raw materials land produces, the 
social effects of the possession of land by a certain class in the 
community,—all these factors have invested the question of 
rent with a peculiar interest. How land is held and owned, how 
it is hired out, how its produoe is distributed and how the com¬ 
munity is affected by land laws and land rent, are questions 
which have raised difficult problems in all countries. Schemes 
of land nationalization and of a single tax on land, have been 
discussed and the heavy taxation of land and absorption by 
the State of ' unearned increment ’ have been advocated. It is, 
therefore, necessary to deal here with the question of the land 


1. “Bent is due to natural variations in soils, or to the varying advan¬ 
tages given to sites, not by the owners of the sites, but by the distribution of 
population and the means of transport. If the payment of rent were stopped, 
the fertility of good soils and the convenience of good sites, would not dimi¬ 
nish ; for the rent receivers did not create and do not ^maintain that fertility 
and that convenience. ”—Henry Clay : Economics. 
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tenures whioh prevail in India, particularly because agriculture 
s the predominant industry of this oountry and the welfare of 
the mass of the population depends on the systems of land 
tenure and the share of the rayats and tenants in the produce of 
the lands'they cultivate. 

240 ( Hiring out Lsnd ;—The proprietor of land may 
•either lease it to farmers and tenants or may cultivate it him¬ 
self. If the land belongs to the community, the Government is 
the proprietor and leases it to tenants, who pay rent to it. If 
P r ^ v *te individuals are proprietors, they receive the rent from 
their tenants. Where the first system prevails there is com¬ 
plete nationalization of land whioh is the ideal of many soci¬ 
alists, who regard landlords as parasites. The second system 
prevails very largely in England where the bulk of the land is 
owned by private proprietors. Hence the agitation in that 
oountry against unearned increment and forthe nationalization 
ofiland. Thirdly, the proprietor may cultivate the land himself, 
and Prance is the classical example of this system which also 
prevails in America. It is a system whioh is highly praised by 
economists and is held up to the imitation of nations where 
tenants cultivate the lands of proprietors. 

Under certain oircumstanoes, farm tenure is economically 
beneficial and sooially unobjectionable. If the landlord takes 
interest in his land, puts capital into it and improves it, the 
fact of its being let out to a farmer cannot be urged as a dis¬ 
advantage of the system. But such landlords are few, and 
generally land is neglected and tenants are oppressed. In 
the hands of a peasant proprietor, on the other hand, owing to 
the magic of private property,’ land beoomes more produotive t 
and from the point of view of the peasant as well as of sooiety, 
this is very desirable. Even where land is hired out, the 
Metayage system,—under which the rent is payable in kind 
instead of in money and oonsists in a proportion of the crop in¬ 
stead of being fixed for a term of years,—is preferable. 

More has perhaps been written about the systems of land, 
tenure in India than in any other country, and it is after a 
prolonged and elaborate investigation and disoussion that the 
rights of various parties such as the State, and the different 
grades of landlords and of tenants, have been determined with 
anything like precision. For more than 125 years, these 
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questions have been debated, and even now the controversies 
are not at an end. £Many held and hold to day that the State 
in India is the universal landlord, and therefore the land re~ 
venue reoeived by Government is not a tax but is a rent which 
a proprietor may olaim from his tenants.^) They, therefore, feel 
that land nationalization, whioh is only a distant and perhaps 
an unattainable ideal in other countries, is an accomplished 
faot in India except in those plaoes where the Government has 
deliberately conferred the proprietorship of lands upon indivi- 
duals .fit is, therefore, usual to exclude land revenue from the 
calculation of the amount of the burden of taxation that falls 
upon the people, as it is supposed to constitute rent whioh 
tenants have to pay to the landlord whether he is a private 
individual or the Government. \ 

241. State^Landlordism :—State landlordism in India 
is not a mere theory ; it underlies the land revenue policy of 
Government in aotual praotioe. If the State is the landlord, 
it is entitled to take away the whole of the rent, leaving to [the 
occupant the ordinary profits of agriculture which in practioe 
may amount to bare subsistence and little more. Land rent is 
not always pure economic rent, being sometimes more and 
sometimes less than it, and Government in India, though it 
considers itself as the universal landlord, does not presume to 
take the whole of the rent but only a share of it. It is not 
officially denied that the portion of the income from the 
landclaimed by the Government formerly was excessive and 
that the State demand was steadily moderated. 1 2 Lord; Corn¬ 
wallis’s Permanent Settlement proceeded on the principle that 
the State was the proprietor of the soil. In that oapaoity it 
renounced its rights to a progressive share in the rental of the 
land. But it was the rent which was renounced ; it was not 
revenue .* Mr. Wilson told the Legislative Counoil in 1860 that 
‘ land revenue could only be regarded as rent,’ and Mr. James 
Mill spoke in 1831 of rent of land in India having always been 
considered the property of Government.Though few have the 
hardihood now to reiterate the theory of state landlordism in 
all its nakedness in the faoe of its repudiation by authorities 


1 See Government of India’s Resolution on Land Revenue Policy, 1902. 

2 Sir Louis Mallet. 
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like the Court of Directors of the British East India Company,. 
the Secretary of State for India and responsible officials and 
others who have studied the question closely, the land revenue* 
polioy of the State is actually animated by the~ exploded belie?! 
and veiled references are made to it from time to time. 1 2 \ 

The assertion is found repeatedly made that land has, in , 
the East, belonged to the sovereign from time immemorial, and' 
that the British Government in this oountry only aooepted the 
principle and followed the practice of the old rulers, having 
stepped into the shoes of the latter. The ‘ survey tenure’ of the 
Bombay Presidency is described as the right of oocupancy of 
‘ Government land’ oontinuable in perpetuity on payment of 
Government demand and transferable by inheritance, sale, gift 
or mortgage without other restrictions than the requirement to 
give notioe to the authorities. John Briggs 1 has examined the ; 
subject at great length and combated the assertion about the; 
State being the universal landlord in the East. He observes:—* 
“ The preceding portion of the book has, I trust, proved that 
the occupant of the land alone was its sole proprietor; that theV 
demand on him for contributing to the support of the State, i 
was a sort of inoome tax, viz. a limited portion of the produce 
of his estate and that this portion was fixed in the time of 
peace but liable to increase in time of war and that under all 
oiroumstanoes, it left a certain surplus profit to the pwner, 
equivalent to a rent. Moreover, I hope I have established that* 
the sovereign never claimed to be the proprietor of the soil, but' 
of the land tax he collected through local agents and expended 
it in suoh a way as the Government thought fit.” 

In a despatch to the Secretary of State, dated 8th June^ 
1880, Lord Lytton’s Government observed :—“We do not accept 
the aocuraoy of the description that the tenure ( of land in 
India ) was that of cultivating tenants with the power to 
mortgage the land of the State and that land is the property of 
Government held by the ocoupant as tenant in hereditary succes¬ 
sion so long as he pays the Government demand. On the con¬ 
trary, the sale and mortgage of land were recognized under the 


1 See G. V. Joshi’s Writings and Speeches, page 573. 

2 The Land Tax in India. 



INDIAN ECONOMICS. 


^524 

native Governments before the establishment of British power... 

' It has been one of the great objeots of all the successive Govern* 
merits of India sinoe the days of Lord Cornwallis, if not to 
create property in land, at all events to secure and fortify 
; and develop it to the utmost. The Government undoubtedly is 
the owner of a first charge the amount of which is fixed by 
itself on the produce of all revenue-paying land in India; but 
• over the greater part of the Indian Empire it is no more the 
owner of cultivated land than the owner of a vent charge in 
England is the owner of the land upon which it is charged. 
If the charge is fixed so high as to leave nothing for the culti” 
vator, such a maintenance as will keep him from deserting the 
land, it may of course be said either that property in land does 
not exist or that it is worthless." 

The old rulers never olaimed to be the proprietors of the 
lands of their subjects, and for the expenses of Government 
took a certain defined share of the produoe of the fields, estimated 
at from one-tenth to one-sixth. The Mahomedan kings follow¬ 
ed this praotice and sometimes may have raised the share to 
one-third. So long as the tax was taken in kind, the system 
was most elastic, and in fact, the actual collection was adjust¬ 
ed to the yield. Even when in later years the grain share was 
commuted into money payment, the same elasticity was main¬ 
tained and Government rarely worked up to the standard rates 
laid down. Government land was clearly distinguished from 
the property of private individuals and rules regarding the 
rent and the tax respectively taken from the two were definitely 
laid down and uniformly observed. 

242* Alleged Hindu Theory Property in land in 
India, as elsewhere, vested in private individuals, is not, of 
oourse, complete and is subject to the superior right of the 
State. But many people who want to make out that the 
Government in this country already owns all land and that 
land nationalization whioh is the aim of socialists in other 
countries, is here, an accepted faot, rely for a decisive authori¬ 
ty for their view, upon stray references to the subject in ancient 
Sanskrit works and the land tenure system which prevails in 
Native States. We refer below to the opinion of Baden Powell 
in this connection. Mr. Vincent Smith, for example, ha 8 
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taken great pains, in his History of India , to prove that land 1 
.has belonged to the ruler in this oountry from time immemorial. 

I He quotes a remark of Abbe Duboi to the effeot that in Malabar 
\ alone has proprietory right been preserved intaot and that 
every where else the soil belongs to the ruler, the cultivator 
being merely his tenant. Baden Powell’s criticism of this 
view may be read with benefit. 

sMr. Smith also oites the testimony of a commentator of" 
Chanakya’s Arthashastra, who declares that those who are 
well-versed in the soriptures, admit that the king is the 
owner of both land and water, and that the people can ex¬ 
ercise their right of ownership over all other things exoept 
these two.\ But he altogether ignores the faot that the whole- 
ohapter in which the remarks commented upon ocour, is devot¬ 
ed by Chanakya to the description of the duties of the Superin¬ 
tendent of Crown Lands, who, he says, ‘ shall employ slaves,, 
labourers and prisoners to sow the seeds on crown lands whioh 
have been often satisfactorily ploughed. ’ It is but natural 
that rent should be taken by the king’s Superintendent for tha 
cultivation of crown lands from the tenants who are set to- 
work them for want of an adequate supply of labourers work¬ 
ing for a wage. 


Mr. Vincpnt Smith proceeds to state that Kautilya appears 
to endorse the view of the oomraentator of his book alluded to 
above because of his instructions to the king that ‘lands, 
prepared for cultivation shall be given to tax payers (Karada); 
only for life (ekapurushikani) ’ and that ‘ lands may be con-( 
fiscated from those who do not cultivate them. ’ But again^ 
Mr. Smith does not care to consider the connection in which 
the above instructions are given by Chanakya. The chapter ii 
whioh the author of the Arthashastra is represented as having 
supported the state proprietorship of land, is entitled ‘ formatioz 
of villages', and at the very outset states how ‘either by inducj 
ing foreigners to immigrate or by causing the thickly populabj j 
ed centres of his own kingdom to send forth the excessive? 
population the king may oonstruot villages either on new sites! 
or on old ruins.* This is obviously a deliberate creation of * 


1 The Oxford History of India, page 90. 
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(royal villages in which the ruler may rightly claim to be the 
' owner of lands and it does not prove the state ownership 
of all lands. 

As a result of his careful and extensive study of the land 
-revenue question, Mr- Baden Powell has deduoed the conclusion 
that the theory about the state-ownership of land in India, is 
untenable.'^Despotio kings, divinely appointed to rule over the 
-earth, could, of course^ claim the proprietorship of any body’s 
land or even all land. ^But this was a despot’s fiat and not a 
legitimate olaim.) Mr. Hopkins 1 2 who holds the interesting view 
that ’the king owned the land, but did not draw rent from it,’ 
asserts that there was a gradual tendency in India, whioh can 
be traoed in legal literature, to regard the land of the peasant 
as belonging to him entirely and to resist the king’s despotio 
claim to proprietorship. Brihaspati speaks of the king’s taking 
away a man’s land as if it was'"a natural oalamity whioh it 
was no use oomplaining about but whioh had to be meekly 
-submitted to. But he goes on state :—’’When land is taken 
from one man by the king actuated by anger or avarioe or using 
fraudulent pretext, and bestowed on a different person as a 
mark of his favour, such a gift is not considered as valid.” 
'Why is not suoh a gift valid if all land belongs to the king ? 
‘The law-giver, however, prooaeds to observe“ When (however) 
land is taken from a person enjoying it without a legitimate 
title of ownership, and given to a worthier person, (the latter) 
must not be deprived of it.” 1 

-' 243. Right of Proprietorship The British officers 
who were confronted with the task of revenue management in 
Bengal in the last quarter of the 18th century, were totally 
ignorant of the old system of land tenure and of taxation. 
They were oonfounded with the ohaotic condition into which 
the provinoe had been thrown and the conflicting claims which 
were put forward to proprietorship of land. \ Old records were 
searched and scrutinised and different systems of assessment 
and collection were tried. (But the oonfusion continued and at 
last Lord Cornwallis felt that there was only one way out of the 
difficulty and it was to reoognize the hereditary landlords. 


1 India, Old and New, page 225. 

2 Brihaspati, XIX, 18, 22, 23. 
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collectors and farmers of revenue viz. the Jamindars, as pro* 
prietors who were to be held responsible for the payment of 
the dues of Government. 

Baden Powell h as given an extremely interesting aooount 
of the different ways in which, in the oourse of history, rights 
of proprietorship developed in the different parts of India. The 
old rulers levied a tax on all [lands exoept those whioh were 
deliberately exempted from it viz., lands possessed by court 
favourites or persons who were rewarded or remunerated for 
their services to the state, or religious institutions. Jahagirt 
and Inam lands were of this class. Lands really belonged to 
those who or whose anoeBtors had oleared and reclaimed or 
appropriated them. But in the vicissitudes of fortune, in times 
of foreign invasion and in oivil wars, these proprietors were 
dispossessed and were reduoed to the condition of tenants. 
These oonquerors and usurpers were themselves later on made 
to give up their ownership when another wave of invaders or 
immigrants oame, and they became only tenants of a superior ; 
kind. 

.»•'* Old princes and chiefs who were thus brought under sub¬ 
jection, were often, as a matter of polioy, continued in posses¬ 
sion of their lands on condition that they collected and paid 
into the publio treasury the tax levied upon their tenants, the 
subjeots of the sovereign government, deducting and reserving 
a oertain share thereof for themselves. Farmers of revenues and 
revenue officers of government often made the land whose reve¬ 
nue they collected, their private property. Leaders of turbulent 
and restless tribes took advantage of the confusion of the times 
and also became proprietors. Several families of Jamindars and 
Talukdars thus oame to have a share in the produoe of the 
fields cultivated by inferior holders and tenants. They and 
village leaders were recognized by the British Government who 
settled with them what they were to pay to the State out of the 
rents they reoeived. To resettle or colonise parts of the country 
whioh had been devastated, enterprising persons were en¬ 
couraged by governments to lead colonization and to establish 
peaoeful administration. Suoh persons came to acquire rights 
of overlordship. 

244. Different Tenures t—The first two generations of 
British rule in India were spent in experiments in land revenue 
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' settlement* In Bengal the State dealt directly with landlords, 
and the tax levied on them was made permanent. This system 
was also adopted in north Madras. „ JJorth? We.afcecnu 

Provinces, proprietors of large estates, Mahals or villages^ 
jointly held by them in oertain shares, were recognized and a 
lump assessmment was levied on the rents received by them. In 
the Punjab land was generally held by peasant proprietors 
living in village communities, each village colleotively paying 
the land tax, whioh was revised at each new settlement as in 
the North-Western Provinces. Government in Madras was in¬ 
clined to recognize suoh village communities they found in 
existence there though the ties whioh bound the proprietors of 
land were not, like those in Northern India, ties of blood and 
oommon ancestry, supposed or real, but ties of a long residence 
in the locality and of common interest. But the village com¬ 
munity was there not recognized and was broken up when the 

1 Kayatwari system was introduced in the Madras Presidency. 

<■ 

In the Madras Administration report of 1855-56, rayatwari 
is thus explained “ Under the rayatwari system every regis¬ 
tered holder of land is recognized as its proprietor and pays 
direct to Government. He is at liberty to sublet his property 
or to transfer it by gift, sale, or mortgage. He oannot be ejeoted 
by Government so long as he pays the fixed assessment and has 
the option annually of increasing or diminishing his holding or 
of entirely abandoning it. ” The system in Bombay is also 
rayatwari and the so-called ’occupant’ is as muoh a proprietor 
of his land as his brother, the Jamicdar of Bengal, the only 
difference being that in the case of the latter, the land tax is 
perpetually fixed whereas in the oase of the former, it is liable 
to periodical enhancement. In Bengal the Jamindar had been 
a rent collector or a farmer of revenue ; in Bombay, the rayat 
was himself the proprietor. In Madras, the Government itself 
has stated that ’’the distinguishing feature of rayatwari is the 
limitation in perpetuity of the demand of the State on the land. 
The rayats have thus all the advantages of the Zamindari tenure 
while the State has a valuable reserve of waste land, whence 
as cultivation extends, its resources will be augmented so as to 
meet the increasing demands on its finances whioh the progress 
of the country will entail: and in practice this leading princi¬ 
ple of raytwari has never been infringed. ” But this principle 
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of ray a t war i is not observed in Madras and Bombay, and at 
eaoh periodical revision, the land tax is screwed up on the 
implied principle that the State is the landlord and is entitled 
to receive an increasing amount of rent from its tenants. 
/^•'Three points must here be noted :—(if The person with 
whom the State has settled its land revenue is the proprietor of 
the land, be he a Jamindar, a village community or a brother* 
hood or a peasant cultivating his own land and in whatever 
manner the right of proprietorship may have been acquired. 
Cases of cultivators who have taken Government land, waste 
or otherwise, on lease, on speoific conditions, are, of course 
exceptional. There may be inferior proprietors under them or 
proprietors having superior rights over them. The status and 
the rights of these have been now settled and their shares have 
been fixed ; (2) except in Bengal and a part of Madras, the tax 
levied upon the Jamindar, the joint village, the brotherhood, • 
the Malguzar and the Talukdar, is subjeot to a periodical revi¬ 
sion; and (3) in the case of landlords and joint village communi¬ 
ties the tax is a certain proportion of the rental or net ‘ assets,* 
and in the oase where the State deals direct with the aotual 
cultivator, the tax is supposed to be a share in the net produce 
of eaoh field. 

245* Effects of the System :—The economio signifi¬ 
cance of these features of the principal systems of land tenure 
in India lies in their effect upon the condition of the agricul¬ 
tural industry and the cultivating classes. Where a Jamindar, 
a Talukdar or a Malguzar has been recognised or created by ; 
Government to stand between itself and the tiller of the land,/ 
the State takes a certain well-defined share of the rent received! 
by that landlord from his tenants, say 60 per cent. Such a.\ 
large share could be justified on the ground of State proprietor¬ 
ship of land .but if it is a tax> it appears to be comparatively / 
too heavy. In cases, as in Madras and in Bcmbay, where \ 
the State deals direct with the cultivators, the State is i 
supposed to step into the position of the landlord and to take ’ 
a portion of the economio rent from [them. If the Government 
is not the landlord, its revenue is not rent, and this land tax of 
SO or 60 per cent, and more,—at one time and in certain areas, 
it was avowedly as high as 70 per cent.—must have proved a 
crushing burden upon the agricultural industry and cannot but 
67 
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have acted prejudioially upon the oondition of the people. 
What is more, the burden is liable to inorease at every settle* 
ment beoause the State as landlord claims a share in the in¬ 
creasing net produoe of the land. It is entirely due to the 
increased demand for India’s staples abroad and in factories 
in this country and the high prioes whioh have ruled in the 
market, that the ratio borne by the land revenue to the gross 
agricultural produoe, has considerably declined and the re¬ 
sultant benefit has accrued to the landlord and the cultivator 
subject to the deduction that must be made for the higher oost 
of production. 

The bad effeots have been felt by the rayats for generations, 
and the State was itself moved to soften the rigour of its 
system. The latter fact is alone a sufficient condemnation of 
the system of land revenue under which the State presumes to 
take rent from cultivators in its capaoity of universal landlord. 
The system has beoome out of date and must be radically alter¬ 
ed. But so long as the principle of State land-lordism is there, 
animating the fiscal polioy of Government, mere palliatives 
will be of no use. In the matter of other industries, if a tax 
tends to fall on oapital and to hamper their development, the 
State is called upon to and does refrain from imposing ;it. The 
agricultural industry, however—the premier industry of the 
country—one whioh is admittedly in a deplorable condition, is 
exposed to a heavy tax whioh may amount to the whole 
eoonomio rent or even may eat into the rayats’ wages earned 
in that industry or by outside workA In his minute on Indian 
land revenue, Sir Louis Mallet renfarked :—“ On the one hand, 
we see a system which sweeps into the coffer of the State fifty 
per cent, or more of the net produoe of the soil, thus diverting 
a fund whioh, in countries where private property is absolute, 
would, to a great extent, find its way back again into ohannels 
of agricultural improvement But the amount of the produce 
thus diverted is not only large—it is also uncertain.” 1 

Dr. Gilbert. Slater is one of the most reoent and the most 
emphatio exponents of the theory of land revenue being a rent 
in India. He maintains that the State is a part owner if not 
the full proprietor of all land except in oases where it has 


1 See Dutt’B “ Open Letters to Lord Curzon”, pages 184-185. 
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itself parted with its rights. Thus according to him, when the : 
State takes Rs. 10 out of the Rs. 50 whioh a pattadar, derives 1 
as eoonomic rent, the State is really ‘taking none of the income ; 
that belongs to the Pattadar, but instead, is allowing him to \ 
appropriate, in addition to the Rs. 25 whioh is the utmost to 
whioh he had any equitable claim, a further income of Rs. 15 * 
whioh by right belongs to the people of the oountry in their 
collective capacity.We frankly recognize the legitimacy 
And the reasonableness of the State taxing the landlord or the 
cultivator like any other class of people for the benefit of the 
community ; and what should be the incidence of the tax on 
landed income and on unearned increment, is a question open 
to discussion. \ But the claim of the State to share in the- 
produoe of laifd in its capacity as the landlord, cannot be 
admitted, because that claim would entitle Government to take ; 
the whole amount of the eoonomio rent which rightfully belongs \ 
to the cultivator-proprietor of land. Nor does the consideration ; 
that Government takes a steadily decreasing proportion of the 
gross produoe as revenue, prove anything beyond the fact that 
it used to tax the rayat heavily and now feels the justioe and 
the necessity of relieving the burden of the cultivator. 

,«» The old rulers did tax the land, but never set themrelves 
up as the proprietors. They took one-sixth or one-eighth of 
the gross produce and the tax was taken in kind. Metayage 
prevailed largely in India as it prevails in certain parts to-day, 
and was very advantageous to the cultivator. The Government 1 
took as a tax a share of the grain aotually produoed, and this 
tax varied according to the quantity of the yield. The com¬ 
mutation of the payment of corn into money payments and the 
rigidity of revenue collection, deprived the system of all 
elasticity and made the lot of the cultivator harder; and thus 
was it that sympathetic and careful students of that system 
like James Caird, felt inclined to suggest a restoration of the 
old Matayer system. Taking the system as it was, Mr. Caird 
also reoommended the conversion of the rayat’s tenure into a 
free-hold. He wrote :—“ Whilst the majority of the Indian 
cultivators may indeed find it necessary to adhere to the Native 
principle of continuous tenanoy, a Government such as oura 


1 Some South Indian Villages, page 238. 
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' in India, should offer every facility for changing the tenure to- 
free bold, both because it can be done without loss of revenue- 
and when done and in the process of doing, that change would 
enlist the willing help of the most numerous and most in~ 
dustrious classes in improving the yield of the land and unite- 
their interest with that of the rulers through whom their pos¬ 
sessions would be assured.” 

246* Reform Needed :-4A flourishing and oontented 
peasantry is the backbone of a nation, and agriculture may be 
described, at least in India, as a * key industry^ and it ia 
necessary for the State to pursue a policy which will promote 
the economic well-being of the cultivating classes. It' is for 
this reason that a peasant proprietorship is favoured in all 
countries. That is also the reason why a moderate assessment 
of revenue, which will not be enhanped for a pretty long period, 
if not a permant settlement of it, bps heen recommended to 
.Government. 1 If there is an outcry in England against land¬ 
lords "and their unearned increment, the conditions there are 
quite different from those in India, and the policy of the British 
Government in ameliorating the condition of the Irish tenantry 
is an example in point. John Briggs writes :—“ We have but 
one alternative, and that is to acknowledge, in the first place, 
the fallacy of that doctrine which assumes a right to take the 
whole surplus profit from the land-holder, and to recognize the 
opposite maxim that the more which is left in his hands the 
greater will be his means to contribute to the national wealth, 
and consequently to the public revenue.” 2 

But if the State does not, in its capaoity of land-lord, take 
rent from the rayat, some one else will, as rent must be paid 
for land. No. If the oultivator is the real proprietor, the 
Mirasdar, 3 as in the Deccan, under the old rulers, he has no 

1 Dntt’s “ Open Letters to Lord Curzon.” 

2 The Present Land Tax in India. 

3 “ The Mirasdar was the freeman of the village, his land was heritable 

and transferrable and he held at a fixed assessment, though under the 
Maharatta Government he was liable to demands on account of extra cesses. 
In former times the name of the Mirasdar carried some degree of distinction 
-with it, and the position was regavded as an enviable one.The most 

remarkable incident of the tenurewas that it was nominally at any rate not 
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rent to pay, though he may pay a small land tax. The bulk of 
i;he agricultural profits will remain to fructify in his pocket. 
Is not the cultivator, however, extravagant and is it not better 
ihat the surplus produce should be taken by the State to be 
usefully spent on social improvements ? We leave this argu¬ 
ment to refute itself. It will take us into the realm of the 
theory of taxation but, at any rate, it knocks the bottom out of 
the theory of State land-lordisra. If the cultivator is extra¬ 
vagant, the artisan, the craftsman, the labourer, the capitalist, 
the official, are all equally so, and if in a general and equitable 
system of national taxation, the cultivator must pay a land tax 
at a certain rate let him be made to pay it by all means. But 
then do not regard him as a tenant—-an occupant of Govern- \ 
ment land paying rent to the State. 

It is also urged that the value of land is steadily going up 
and that it is an indication that the burden of the land tax is 
not heavy. There is so much subletting of land in the country, 
it is contended, and the under-tenants can afford to nay rent to 
the occupant of land and maintain themselves decently; land 
revenue is likewise paid without any difficulty—all which ^ 
goes to show that the rayatwari and other Indian systems of 
tenure do not press on the agricultural classes. Land and rental 
values have indeed risen in many parts of the country, and the 
assessment to be paid to Government, is found to bear a smaller 
ratio to the rents paid to landlords, being from i to i, 1 JThej 
information given in settlement reports and collected in thej 
course of village inquires, shows how matters are improving/ 
in this regard; but the increased cost of production and the; 
enhancement in revenue effected at each resettlement rob thej 
cultivator of the benefit resulting from high prices. The oom-j 
petition of people who have no other means of subsistence andj 
who have overcrowded the agricultural industry, is probably^ 


subject to forfeiture for default of revenue payment or even for the aban¬ 
donment of bis village by the Mirasdar unless lie was absent for a longer 
period than thirty years.”—Selections from the Records of the Bombay 
Government, No. DXXIV—New Series. 

1 If the assessment is Ra. 2 per acre, the rent may be Rs. 6 to 8 and 
the gross value of the produce per acre :will be Ra. ^12 to 16. The selling 
and letting values of land are connected with each other and with the value 
of the produce ; but not necessarily so, other factors coming in to operation. 
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more responsible for this phenomenon than any thing else H 
many parts of the country while the higher prioes now-a-days 
fetched by land produce are an important faotor elsewhere. 
/The immobility of population, the sooial dignity whioh is 
/ associated with proprietorship of land and farming, the pre- 
. valent notion that land offers a superior security for investment, 
are also causes whioh are present in varying degrees in 
different places. The Indian oultivator, again, is not to be 
compared with the English or American farmer, armed with 
capital and carrying on his industry on a large scale. The 
/prevailing high prices during the past few years have oertainly 
: benefitted several cultivators, and leaseholders have been pay- 
, ing higher rents to land-lords. 

247. Protection of Tenants 'While, therefore, it is 
necessary that the theory of State-landlordism should be given 
up, peasant proprietorship should be enoouraged and the land 
tax should be moderated! so as to leave more in the hands of 
the cultivators, it is equally neoessary that the interest of 
tenants and subtenants who pay rent to private landlords, 
should be properly safeguarded. The State has a duty to per¬ 
form as muoh towards the tenants of the Jamindars and other 
landlords whose rental it shares as towards the peasant proprie¬ 
tors, the rayats, whom it direotly taros. When Lord Cornwallis 
settled with the Bengal Jamindars and made the tax they had 
to pay permanent, he expected not only that the payment of 
State revenue would beoome secure, but also that the landlords 
would improve their estates and that the condition of the 
tenants under them would steadily beoome better. 1 But these 
expectations were not fulfilled and the state of the Bengal ten¬ 
antry continued to be deplorable for two generations. 

The land tax in Bengal was pitohed sufficiently high, being 
nine-tenths of the rental and as it was permently. fixe.d^ was 
inelastic and was to be collected with the strictest punctuality, 
the tenants could not pay their dues to the landlords and the 
Zamindars could not meet their obligations to the State. The 
tenants had little protection afforded to them against the land* 


1 “ I should hope that the profits of the Zamindars would in time exceed 
this proportion (nine-tenths of the rental) by a due attention to the improve¬ 
ment of their lands and the encouragement of their Rayats. ’’—John Shore. 
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lords’ exaotions and were harshly treated. Security of State 
revenue required that the Zamindars should be enabled to oolleot 
their rents from their tenants with ease; otherwise they would 
not be in a position to pay the land tax to Government. Regu¬ 
lations passed in 1812 and 1822, gave little relief to the tenants ; 
and one important duty of the State which ought to have been 
discharged early in the last oentury and whioh practically 
formed a part of the general polioy of the Permanent Settle¬ 
ment, was negleoted. It was perhaps implied that the Zamin* 
dars were not to oppress -their tenants and not to levy petty 
taxes on them in the shape of feudal dues. But in practice* 
little relief was seoured to the tenants. 

i Tenants, all the world over, require protection against land¬ 
lords, and it is extended to them in the form of fixity of tenure 
and fair rents.' While the Government of India dealt with the 
Jamindars and took as its share a certain portion of the rental, 
it left them to collect whatever rents they could from their 
tenants. For a long time the status and rights of different 
kinds of tenants in the various Provinces had remained in a 
condition of uncertainty. Inquiries were, however, made, and 
in the course of the latter part of the last oentury, the position 
of the tenants was defined and their rights were seoured. This 
is a piece of work done by the State, the importance of whioh 
it is impossible to overestimate. As we have already pointed * 
out, landlord’s rights had grown up in a variety of ways, and it 
was no easy task to determine the landlords’ relations to the 
different kinds of tenants. A wave of immigrants came into a 
provinoe and reduced the landlords there, the descendants of 
the first settlers, to the position of tenants. The latter had 
rights, however, whioh were superior to those of the other cul¬ 
tivators who oame later. Thus there were in Bengal the 
Talukdars and Tenure holders who oooupied a specially favour¬ 
able position whioh had to be recognized ; and the Khod-khast 
rayats or those who cultivated the lands where they resided; 
were, therefore, given leases without any limitation of period 
as against the Pykost rayats or those who cultivated the land 
of villages where they did not reside, and who held their lands 
upon a more indefinite tenure. Tenants at will stood on the 
lowest rung of the tenure ladder. 
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248* Tenancy Acts :—The transfer of the proprietorship 
of land by conquest, colonization, gift or usurpation as it oc¬ 
curred, time after time, constituted repeated sooial revolutions 
in India* In a previous ohapter we gave an account of the 
economic revolution which has taken place in the country ; 
the radical changes in the ownership of land which took place at 
frequent intervals, were no less disturbing, though they related, 
only to the replacement of one set of proprietors by another. 
Similar phenomena in England at the time of the Norman Con¬ 
quest and the Enclosure Acts may be profitably compared with 
the Indian changes in land proprietorship. They created new 
problems of landlordship and tenancy by complicating the 
relations between proprietors and cultivators./^It was in the 
year 1859 that the first modern Indian tenant laW was made in 
Bengal, and in 1885 the Bengal Tenancy Act was passed, re- 
moving the defects of the earlier legislation and more elabosa^ 
tely securing the status and privileges of all classes of tenants. 
u The Act provides that every rayat who has held any land in 
a village for 12 years, acquires thereby a right of occupancy, 
and 80 to 90 per cent, of rayats have suoh rights. A small 
number of rayats hold at fixed rates of rent and the remainder 
are without a right of occupancy. Even the latter, however, 
cannot be ejected except in execution of the decree of a compe¬ 
tent court, nor can their rents be enhanced at shorter intervals 
than five years. The Act was amended by Bengal Act I of 
1907, with the object of giving greater facilities to landlords 
for the collection of rent and at the same time of guarding 
against enhancement of rent by collusive compromises, and 
removing the ambiguities, anomalies and defects brought to 
light by twenty years’ experience of the working of the Act. 1 

The Bengal Act of 1859 was extended to the North-Western 
Provinces and it gave the right of occupancy to all tenants 
who had occupied their lands continuously for 12 years. The 
Agra Tenancy Act of 1901 provided that the change of a hold¬ 
ing or dispossession* for less than a year should not operate as 
a break in the period of twelve years. It also provided that a 
lease, unless it was for at least 7 years, could not bar the 
accrual of occupancy rights, the object being to induce land- 


1 Decennial Report on the Moral and Material Condition of India, 1913. 
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lords to grant their tenants long-term leased even if they did 
not wish that the tenants should acquire any rights. The rights 
of non-oooupanoy tenants also have been secured and if their 
rents are enhanced, they are entitled to hold lands at those 
rents for at least five years. The recent tenancy legislation 
passed in the U. P. Council, for Oude, shows that the last word 
has not been said there on the question of laws relating to 
tenancy. It also demonstrates the divergence of interest 
between the two parties, the grievances of tenants regarding 
feudal dues imposed on them and the tendency of landlords 
to fight for their traditional and out-of-date privileges. 


position of the tenant in the Central Provinces is 
much stronger than elsewhere.^ There the Government deter¬ 
mines, at each settlement, not only the amount payable to it¬ 
self by the landlord, but the rent he is to receive from his 
tenants. (The right of the “ absolute occupancy ” tenant is heri¬ 
table and transferable, subject to pre-emption on the part of 
[the landlord, and includes fixity of rent for the term of the 
settlement^ The occupancy tenants have their rents fixed at 
settlement which are liable to enhancement by a revenue 
officer at intervals of not less than ten years. The position of 
4 absolute occupancy * tenants is special and their rights cannot 
be acquired, but the rights of the other class can be obtained 
by the payment of a premium of years’ rental. By the 
tact of 1898 the rents of non-occupancy tenants have been 
ixei at settlement and exhorbitant rents are liable to be reduc¬ 
ed, the right of transfer being withdrawn as in the case of 
bccupancy tenants. 


£^xln the Punjab, half of the land is cultivated by peasant 
proprietors and some ten per cent, is held by tenants, who, on 
historical grounds, have been recognized as occupancy tenants 
with special rights and the remaining 40 per cent, is held by 
tenants-at-willV Occupancy tenants are protected by law from 
arbitrary ejectment and enhancement of rent. The other 
tenants may be ejeoted or have their rents enhanced, but if 
they are ejected, they can claim compensation for improve¬ 
ments made by them.^ By the Alienation of Land Act of 1900, 
the Punjab Government sought to remedy the evil of the pass¬ 
ing away of lands into the hands of moneyed classes from the 


68 
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possession of the old agricultural tribes, by imposing restrict 
ftions on alienation. In the Jamindari areas of Madras, the 
rights of tenants have been secured by the Madras Estates- 
Land Act of 1909 whioh repealed and re-enaoted the old Madras 
Rent Recovery Act of 1865. The main principle of the Act is 
that every cultivator admitted by the landholder to the cultiva¬ 
tion of the estate lands has the status of an occupancy rayat 
who is protected against eviction so long as he continues to 
pay the prescribed rates of rent. Enhancement of rent is 
allowed only on certain clearly defined grounds and a non- 
occupancy tenant also may acquire occupancy rights under 
certain conditions. 

Bombay Tenures:— In the rayatwari tracts of 
Madras and in Bombay, the rayats are in reality, as we have 
shown above, proprietors of their lands, subject to the regular 
payment of the land tar to Government. There are other 
tenures in the Bombay Presidency besides the ‘rayatwari* or 
‘survey tenure,* but they are confined to small areas and to a 
small section of the population.') There is the Inam tenure, 
under which Government has alienated a part or whole of its 
claims to revenue. The right to collect and appropriate Gov¬ 
ernment revenue, constitutes the landlordship of the grantee 
whose descendants claim it as rent from the cultivators though 
the latter are owners of their lands. Grants of full or partial 
exemption of land revenue were made by former rulers as a 
reward for services done or to be done and to religious institu¬ 
tions. fphe old Government imposed upon the grantees a quit 
rent in lieu of a variable land tax ; and ‘ Jahagirs * and ‘ Inams^> 
were granted in return for services to be rendered by the holders 
to the State. They have been continued on certain conditions 
and services have been commuted, in several oases, into money 
payments. The Talukdars of Gujarat are the descendants of 
old ruling families, and pay Jama to the Government which 
is either permanently fixed or liable to enhancement. There 
are also the Giras , Vanta , Mehwasi , Narwadari and Bhagdari 
tenures in Gujarat, under which the landholders pay to Gov¬ 
ernment either a quit rent or the usual assessment. These 
tenures have much in common with those prevailing in northern 
India and are to be traced to the same causes. The lands are 
held as shares of anoestral property ; and rent is received and 
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revenue is paid in proportion to the shares. The rents of some 
of ths landlords were originally a black mail, pure and simple. 

The Khots of Ratnagiri and Kolaba districts, were settlers 
of villages and collectors of revenue, on whom proprietory 
rights were conferred. The class of cultivators called Dhare- 
karis , who are the descendants of old settlers, are not their 
tenants, however, and only pay the survey assessment, thus 
occupying a privileged position. But other tenants have to 
pay to the Khots certain additional amounts, and the land- 
lords are responsible for the collection and payment of the 
assessment into the Government treasury. In Ratnagiri this 
tenure is governed by a special Khoti Act of 1880, which has 
not, however, been extended to Kolaba as it should have been. 
The question of protecting the tenants of peasant proprietors 
or survey occupants in the Presidency, has been under the 
consideration of Government, as it is felt that the rights of 
these tenants also require safeguarding^ Where tenure is 
hereditary, representing and old but lost claim to ownership, 
occupation or cultivation of land, the relations between land¬ 
lords and tenants are complicated and feudal in character,. 
Tenants-at-will or year to year tenants cannot claim any 
jprivilege except what is allowed by the contract of tenancy. 
|The position of such tenants is precarious and needs streng¬ 
thening. 


^ There is now a days a tendency among the tenants of private 
landlords to show a spirit of independence and to resist any 
extra demands of a feudal character made upon them by their 
landlords who never lose an opportunity to raise their rents. 
As elsewhere, there are good landlords and bad landlords in 
Tndia, and the position of tenants will not improve unless their 
elations towards those whose lands they cultivate are regulat¬ 
ed by contract rather than, by custom. The relations betwee n 
he two parties have, therefore, become strained in several 
daces and the tenants have declared strikes against land- 
>wners and refused to cultivate their fieldsA The inquiry into 
he condition of the tenants of indigo planters in Ghamparan 
n Bihar and the agrarian legislation it has recently led to, 
evealed an astonishing state of things there. The tin-khatia 
ystem under which the planters compelled the tenants to grow 
ndigo in certain selected portions of land, the low price which 
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r was paid for the produce, the exaotions whioh were levied upon 
the cultivators under the names of Sharabesi and tavan, have 
all been condemned and the tenants have been emancipated 
from their condition of serfdom by the reoent law whioh was 
^strenuously opposed by the indigo planters, a majority of 
whom are wealthy Europeans. 

250. Redemption of Rent :—The provisions of the 
tenancy laws are calculated to make the cultivators feel a 
sense of security and freedom and to enoourage them to pursue 
their oalling with greater interest. These measures are, there¬ 
fore, economically and socially most beneficial, ff^he landlords 
complain that their rights have been invaded analhat the laws 
press severely upon them. The ideal system of tenure is that 
whioh makes for efficient farming and creates a happy peasan¬ 
try. The tenancy laws must be so framed and worked that 
friction between landlord and tenant will be minimised and not 
intensified. In England, agricultural inoome is assessed to the 
income tax and the land tax is allowed to be redeemed, produc¬ 
ing barely three quarters of a million at the present day. 
Certain important concessions and deductions have been allow¬ 
ed since 1896 with regard to the payment of the land tax. We 
should like to see this system introduced in India. Owners of 
land in the rayatwari provinces are propriations of small 
pieces of land and cultivate them themselves. But the land¬ 
lords of the higher castes do not and cannot work on the land, 
and hire it out to petty tenants. It is difficult in such cases 
to determine who requires protection, the landlord or the ten¬ 
ant or both. 

There is, likewise, an obligation upon the State to impose 
upon itself the same restrictions in its relations with the rayats 
and landlords whom it taxes, as are imposed upon landlords by 
the Tenancy Acts. It has, therefore, been suggested that the 
rayats should be allowed and assisted to redeem the obligation 
to pay an annual land tax, and to change the tenure to free¬ 
hold property,—at least to lighten the burden of the land tax 
so long as this is not done. If land revenue is 'not a rent, as 
we contend, there is no question of the redemption of a rent 
charge by the payment of a capitalised amount. All income 
from land must be taxed subject to exemptions whioh are 
allowed under all good systems of taxation. 5 Similarly with 
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regard to private landlords, it has been suggested that the State 
should encourage and facilitate the redemption of rent and' 
other oharges paid by the rayats to the Jamindars and revenue 
free tenure holders. This is the direction whioh agrarian 
reform should take if a prosperous, sturdy and contented 
peasantry is to be created out of the present thriftless and 
poverty stricken mass of cultivators. 1 We shall refer to this- 
question again in the Chapter on Taxation. 

It is sufficient to remark here that land should be held in 
such a way that the tenure will promote social well-being. The 
ultimate justification of private property in suoh a socially, 
economically and politically important form of wealth and 
instrument of wealth-production as land, must rest upon 
national utility. Even those who favour the nationalization 
of land and other forms of capital, have to concede the neces~ 
sity of maintaining the private property of small, autonomous 
producers. The growing tendencies towards democracy in India 
will mean a weakening of the position of landlordism and 
capitalism. But it is not correct to say that land nationaliza* 
tion is already in existence in India and that this country is in 
advance in that respect of Great Britain, or that the interests 
of the country lie in regarding the land of cultivators as State 
property. The problem indeed is not easy. If land passes into < 
the hands of non-cultivating classes, agriculture is likelytoTJe 
neglected, but it will be equally neglected or will be inefficiently 
carried on if the cultivators are men without capital and 
enterprise. Land will pass to those who save from those who 
do not and oannot save, whatever measures the State may take 
to prevent this transfer.N Lord Cornwallis, it was believed, 
brought English ideas into this country, unsuited to its peculiar 
conditions. It was thought proper that English landlords should 
be supported so that they might supply senators, sages and 
heroes to the nation. In India, however, it was stated. * wo 
do not want generals, statesmen and legislators—we want 
industrious husbandmen’. The State has, however, to guard 
against the danger of having neither an opulent nobility nor a 
sturdy yeomanry. That is the problem to be faced. 


1 Read Ranade’s “ Prussian Land Legislation and the Bengal Ten ancy 
Bill ” in his Essays on Indian Economics. 
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251.1 Income from Land t —From statistics of occupations 
given in the fourth chapter, it will have been seen that about 
56 per cent, of^ihe po pulation in India is dependent for its 
livelihood upon the agricultural industry in the capacity of 
cultivators or rent-recetvers; and thisls exclusive of the agri- 
cultural labourers who receive wages for thej^, work on land. 
The number of landlords whose income is derived solely from 
rent for their lands, is, of course, small and they constitute the 
privileged class of big Jamindars, Jahagirdars and Inamdars 
Their number and incomes can be approximately ascertained 
from the revenue they pay to Government, which is a certain 
percentage of the rents collected by them from their tenants, 
f The payment of a large amount of landlrevenue is now the fran¬ 
chise for the election of members to the Indian legislative 
i bodies, and it furnishes an index to the number of landlords 
Whose rents are on a considerable scale. 

f Cultivating proprietors earn incomes which are made up 
partly of rent and partly of agricultural profit and wages. 
Such owners of land and claimants to rent are the majority in 
provinces and districts where there are no big Jamindars. 
Petty proprietors of land who belong to the trading, professional 
and other classes do not depend on rent for] their livelihood; 
and in their cases, rent is only a part of their total income. 
They give their lands on lease to cultivators and receive rent 
in the form of grain or money^ Rent is generally calculated 
at half the gross produce of land, and Government revenue is 
paid either by the land-owner or the tenant in accordance with 
the terms of the agreement. fThe lease or patta or agreement is 
for a year or a period of yearVand is renewable. On account 
of the repeated and minute subdivision of land which has taken 
place all over the country, the average "landlord" in many 
parts of India is merely an exaggerated rayat or cultivator. 
The social status which the possession of land carries with it 
and the security of income which is associated with it, have 
rendered the position of a landlord attractive, but in the majority 
of cases, land is not a sufficient source of income, which has to 
be supplemented by income from other sources^ 

Rent is thus an element, in varying degrees, in the incomes 
of people of almost all classes, traders, moneylenders, men in 
professions and oraftsmen. Agricultural produce or money 
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received in lieu of rent, goes some way to support the families 
ofthose who have land, and it is considered a great advantage to 
be able to secure the annual supply of food grains, in whole or 
in part, from lands owned. ^Half the produce of land, on an 
average, represents its rent, and the balance goes to the tenant 
as his wages and profit. Most of the owners of land of this 
description are inevitably absentee landlords, and high prices 
of agricultural produoe and competition among the landless 
classes, have recently pushed up their rents. Such landlords 
and their tenants or farmers have little in common with their 
brothers in other countries or with the big Jamindars and their 
tenantry in India itselfA 
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252. Remuneration Of Labour:— As rent is the remu¬ 
neration of the landlord and interest that of the capitalist 
wages are the remuneration of the labourer. Wages are a 
price paid for the use of labour as rent and interest are prices 
paid for the use of land and capital. In the last Chapter we 
considered thgjlQnnndi>nnfl nf tW^nd.Uinn nf thfl 
t he system of land te^ r^d in this we have to point out the 
mutual relation of the system of industrial organization and the 
condition of workmen. The cultivator or tenant, whether he 
owns his land or not, is a sort of industrial manager if he 
manages the business of the farm and employs workmen on it 
and his profit is conditioned by the nature of the soil, the capi¬ 
tal he can command and the tax he has to pay to Government or 
rent to another landlord. If he works in the field he owns or 
takes on lease, or labours on the farm of another, the remunera¬ 
tion he obtains is the wage for his labour. The craftsman and 
the artisan have the same double capacity. From the economic 
and social points of view, the question of wages is important 
on account of the fact that on the condition of the wage-earner 
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depends not only the effioienoy of wealth-production but the 
well-being of the bulk of the population and therefore the 
whole community. 

In practioe, it is often difficult to distinguish the share 
appropriated to labour from that obtained by other factors of 
production. In agricultural and non-agricultural industries 
where the workman combines in himself the characters of 
organizer, labourer, landlord and also capitalist, the remunera¬ 
tion due to eaob one of these agents, it is not easy to point out. 
But such a workman must receive at least the wages of his 
labour; otherwise, he will starve or give up his work. JTnHoa. 
the modern system of industry, the autonomous workman who 
manages his own industry, has tended to disapper and a distinct 
class of labourers or wage-earners has arisen whioh has nothing 
to do with organization and management and which is severely 
confined to the job it is employed to execute. The factory sys¬ 
tem, under which the employer engages and controls hundreds | 
or even thousands of workmen, has created a cleavage between! 
the two, and the class oonfliot has become very acute. Those 
who command capital, command and control labour; and it is 
felt by workmen that their share in the joint product, is deli¬ 
berately and selfishly kept low by the employer. 

It is contended on the side of the employers that wages 
must be determined by the supply of and demand for labour 
and that they oannot be artificially raised. Strikes and labonr 
agitation for higher wages, are, from this point of view, futile 
and suicidal. On the other hand, the wage-earners plead that 
employers take a disproportionately large share of the joint 
product and that they must be forced to give up their ill-gotten 
gains. Labourers, therefore , organize th emselves, and by* 
means of collective bargaining, which is substituted for indivi¬ 
dual bargains, so disadvantageous to workmen, extort higher 
remuneration and better conditions of work from the employers. 
The State has passed laws for their protection, and systematic 
attempts are made to deoide disputes between oapital an<j 
labour by conciliation and arbitration?} In the contraot between 
oapital and labour, the latter is certainly at a disadvantage and 
henoe the need of protecting and strengthening its position. 1 

253. Position in India :—It is not, however, only the 
question of the amount of wages and the conditions of work in 
69 
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(factories, that is at issue between employers and workmen. 
lThe latter are claiming a share in the management and oontrol 
Y>f industry, and the very wage system is being challenged. 
The socialists* demand for the nationalization of the instruments 
of production, means nothing less than a revolution in the ex¬ 
isting eoonomio organization, and the claim to fewer hours of 
work and higher wages, is only a palliative that must serve 
only till the radioal cure oan be applied. The faotory system, 
and the evils associated with it, gave rise to the labour mov e¬ 
ment and supplied the strongest incentive and justification ToT~ 
the growth of socialism. T he movement has now become inr 
ternational and a world movement and India has been swept 
into its orbit by the unrest created by the war and the attention 
focussed upon the condition and rights of faotory labour in 
this country. The International Labour Conferences have been 
and are being attended by representatives of India labour, 
capital and Government^ and with the growth of the factory 
system, western conditions are being reproduced here in respeot 
of the struggle of workmen to attain their legitimate position. 
Representatives of faotory labour have been appointed to ^legis¬ 
lative bodies to look after its interest and the whole machinery 
of labour organization and labour legislation so common in the 
West, is being set up in this country. 

C The war has given a tremendous stimulus to the labour 
movement in this oountry and capitalists and employers have 
already sounded a note of alarm. They maintain that much of 
the unreBt and discontent prevailing among the working olasses 
is due to the misohievous incitement of busy-bodies^who do 
not care to realize the difficulties of the position in which they 
dabble. ( Suoh outside interference is certainly in evidenoe in 
several strikes of workmen but under the ciroumstaaOes it is 
inevitable. As labour is organized and trained it will be able 
to take better care of itself.^ Suoh organization is proceeding 
apace and organized labour was not slow to convene an All 
Jndia Labour Conference and to ask that its representative on 
the international uomerence and Permanent Labour Office 
should be elected by the workers themselves and should not be 
nominated by Government. It is. of course, phvimia jfea; 
eoonomio and social conditions in India are different from thos< 
prevailing in western countries and therefore the solutions o ' 
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labour problems proposed by the international conference must 
be modified in their application to India. The draft convention 
drawn up at the Peace Conference recognized this fact and 
allowed for the differences in industrial, climatic and other 
conditions^) Indian labour will, however, legitimately demand 
that, subject to this differentiation, it must have its rights 
recognized and must be accorded a fair and just treatment* 1 
Under modern conditions and even in ordinary language, 
labour* generally means workers employed in big factories. 
But these do not exhaust the problem of labour in India as 
they still form a small proportion of the total wage-earning 
population of the country A That factory labour should engage 
so much public attenfcioiTfs natural; but it will be unfair and 
wrong to ignore the condition of other forms of labour in 
India. 

254. Chief Features of the Problem In consider¬ 
ing the problem of wages and of the general condition of 
workmen, we have to fix our attention upon (jJLtfafi 
contract, (2) the rates of money and real wages obtained bs 
different classes of workmen, (3) the factors which govern! 
these rates, (4) the conditions in which labourers have to work,] 
<5) the safeguards the State has provided for the fair treatment/ 
of workmen and measures taken for ensuring their safety, good/ 
housing and health, (6) organizations of workmen started and 
conducted to protect and promote the interests of members an<3 
to ameliorate their economic and social condition; and (7) the 
place of Indian labour in international labour* organizationj 


“ I need hardly say that the great diversity of physical conditions affect¬ 
ing employment in India, the lack of education among workers, and conse¬ 
quent low standard of comfort and absence of organization, the usually poor 
physique of Indian labour, and its inability to concentrate effort over a shor¬ 
ter working period, the preponderating importance of agriculture and the 
lack of specialization and skill among industrial workers render it impossible 
to translate propositions which are accepted in western countries as natural 
into terms applicable to India, or to devise any formula which will convert 

the Indian factors into Western equivalents.But, while we rocognize this 

we believe that there is a .quickening consciousness throughout the country 
generally that the existing state of affairs is unsatisfactory and unworthy of 
India’s political aspirations.”—Lord Chelmsford’s speech in the Supreme 
Legislative Council, 3rd September, 1919. 
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Unless all these questions are oarefully studied, it is impossible 
to obtain a correot idea of the condition of workmen and the 
measures which are necessary to improve it. 


It used to be long stated that the labour or wages question 
f in India was not as urgent or difficult as it was in other coun¬ 
tries, that the supply of labour was plentiful and oheap and 
that the relations between employers and workmen, to put it 
negatively, were not unsatisfactory. What the statement 
was perhaps intended to convey was that the faotory system 
had not yet established itself in this country to such an 
extent as to create a large, restless, discontented class of 
wage-earners crowded in cities and at the mercy of employers. 
Tha hnLk-nf mir workers are indeed autonomous produce rs^ 
cultivators and handicraftsmen, and a very small proportion 
are mere receivers of a wage. Most of them live in villages 
and small towns, and their wages are regulated by custom* 
The condition of all workmen who are, more or less, hired 
on a wage without being allowed to participate in the 
profits and the control of industry, must obviously be unsatis¬ 
factory. It has not attracted much attention in India, because 
according to common belief it was taken as a matter of course. 
Labourers are n eed y an d, there w a s a p le n t y-pL - th e m ..^Service 

I ras the hereditary occupation of many castes, and their mem* 
ers had no choice in-entering into contracts with employers, 
[anual labour was not held in esteem and did not entitle the 
arsons who hired themselves out, to claim better treatment 
lan was normally accorded to them. Working under a master 
a isolation and in small numbers, they could not take counsel 
ogether and were forced to accept what terms were offered, 
t is, therefore, wrong to suppose that outside factories of large 
ize and of the modern type, there is no labour problem and 
hat no relief is necessary except what is given by the faotory 
^.ct. 


/%ut this state of things is being fast modified on account 
/of V general rise of prices, the extension of the means of 
f communication, the increase in the number of factories, the 
decay of old indigenous industries and a growing tendency 
[towards migration^ And the condition of factory workers in 
[industrial centres and on plantations has not at all been 
ieatisfactory. Being ignorant and unorganized, they and other 
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labourers were doolie and contented with their lot and little 
disposed to grumble and fight for their rights. £his produced 
a false impression as to the general condition of Indian labour, 
which is now being rapidly dissipatedpLabour conditions vary 
from province to province and industry to industry to such an 
extent that it is difficult and dangerous to generalise in this 
matter. But there are many points which are common to 
particular classes of workers in the different parts of the 
country. An attempt will here be made only to indicate roughly 
the position of labour in relation to the points noted above. 

255« Labour Contract contratct for the hire of 
labour between the master and tEe servant and between the 
industrial employer and the workman has been recognized in 
India from ancient times by the usages and laws of the country 
and it was enforceable by the rulers^ The injunctions of the 
old Hindu lawgivers which crystalised prevalent customs, are 
clear on the question of the agreements relating to wages; and 
employers and labourers not performing their part of the agree¬ 
ments, are made liable to fines 1 /Slaves appear to have been com¬ 
mon and were employed to do diVty work. Slavery has long dis¬ 
appeared but a system which is akin to serfdom iato be found in 
several rural areas^ The condition of the labourers is deplorable 
and they serve their employers on a mere pittance. One also 
comes across forced labour or begar and vetha in the case of 
lower classes of workers. 2 This old feudal system is, however, 
rapidly disappearing and the development of society from 
status to contract, is very rapid. Village economy has been 
disorganized and the customary relations of different classes 


1 See Naracla, V and VI. 

2 u If a poor man required Bs. 100 to enable him to got married or to 
clear ^himself from debt, he would mortage his service for a period of about 
five k years and receive his Its. 100 in advance; while the mortgagee was bound 
to feed him during the period of service. Many of;Jthe Deshmukhs, Desh- 
pandes and rich landholder® engaged labour in this way •, and the practice 
continued in some degree to quite recent times. In the days when land was 
available for all, however, it would have been only the very poorest who 
would mortgage their labour in this way, or even engage themselves 
as yearly tenants.”—Keatinge : Rural Economy in the Bombay ; Deccan, 
page 67. 
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and oastes towards one another, are ohanging. The practice 
of unpaid, oustomary labour is dying out, and ^hjfi 
modern system is taking its place . The Government of 
Bombay, for example, state in their Resolution on the Land 
Revenue Administration Report for 1908-09, that “ in the 
Surat Distriot, the An avals Brahmin is losing the servioes of 
his halis or hereditary serfs, and everywhere oustomary tasks 
at oustomary wages are giving way to full contracts.” 


An attitude of independence on the part of labour is every* 
wberevifllbl#^and particularl y in cltleB and in centers of~com- 
meroe and industry. Labourers have become oonsoious of 
their importance and of their place in industrial eoonomy, and 
the growing demand for their services has largely contributed 
to this result. Domestic servants 

show this tendency as much as f aotory workers and arti sans. 
A sort of a wage-earners’ contraoFls beooming common and the 
workers insist upon its terms being strictly observed by the 
employers. Faotory Acts have laid down certain conditions of 
work and imposed obligations on the employers, and workmen 
have realised that they have-rights : on whioh they oan take their 
stand.J^Another factor that must be borne in mind in this con¬ 
nection, is the constancy or otherwise -of employment. When 
t he labour er is bound by contract.-he has the advamtaga nf 
'continuous employment, though his wages may be low and 
his freedom may be curtailed/ Agricultural labourers and 
workmen engaged in industries which work only during certain 
seasons, like ginning for instance, are thrown out of employ¬ 
ment at the end of the season. Work on land is seasonal^ the 
sowing and the harvesting seasons provide ample employment 
to men women and children in rural areas, and their earnings 
are good. The living of most unskilled labourers is, therefore, 
precarious and they turn from one job to another and suffer 
when there is no work to do.l^Higher rates of wages must com¬ 
pensate them for this occasional loss of employment; or a 
variety of remunerative work must be available. 


256. Indenture System:— The system of indentured 
labour under which coolies emigrated to the Colonies in large 
numbers, hftff frnnn ifTtringlr nondemned aa degrading an d 
demoralising and is on the way of total abolition. Indentured 
emigration to Natal was stopped in 1911, the Emigration Act 
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of 1908 having been suitably amended in 1910 for the purpose 
at the instanoe of the late Mr. Gokhale^who two years later, 
moved another resolution in the Supreme Legislative Council, 
recommending that Government should "take the neoessary 
steps to prohibit the reoruitment of Indian labourers under 
oontraot of indenture whether for employment at home or in 
any British Colony.*’ 1 Objection having been taken to his 
comparison between the system of indenture and slavery, Mr. 
Gokhale replied •“ It is true that the system is not "actual^ 
slavery, but it is also true that it is not far from it. 'The oon j 
traot is not a free oontraot; You have here the right of private 
arrest, just as they had in the oase of slavery. Moreover, the 
labourer is bound to his employer for five years and he cannot 
withdraw from the contract during that period. And there are 
those harsh punishments for trivial faults. Therefore, though 
the system cannot be oalled aotual slavery, it is really not far 
removed from it." 


f A strong oase was made out against indentured emigration 
to Colonies like Trinidad, British Guiana, Jamaioa and Fiji, 
and as a temporary war measure it was stopped early in 1917. 
Indentured emigration to these colonies has now practically 
ceased^ The total number of coolies emigrating from the Indian 
ports was 15,117 in 1907-08, 12,658 in 1913-14 and 7,556 in 
1915-16. ^ The question of labour emigration has been under 
disoussion for the past few years. The interests of the employers 
in the Colonies have all along stood in the way, and all argu - 
ments in favour of the system such as the eoonomio benefit 
derived by the labourers, were proved to be unsubstantial in a 
despatch sent by Lord Hardinge’s Government on that subject 
to the Secretary of State, f In a despatoh to the Government of 
India, dated September, 19l7, the Secretary of State for India 
remarked:^-" I agree with Your Excellency’s Government that 
any new system of emigration must be free from the suspicion 


* 1 See Mr. Gokhale’a Speeches, pages 604*643. 
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of liability to the oharges brought against the old system that 
it was based on fraudulent recruitment; that it involved slavery 
for men and that it resulted in the prostitution of women.” 


The question was considered by an Interdepartmental 
Conference in London and a new soheme for a system of free 
emigration assisted by the Colonial administrations was 
evolved. It is stated that under the new scheme, while all the 
advantages of the old system are retained and even improved, 
the emigrant labourer will not be bound to any employer ex¬ 
cept for the first six months of his stay in the colony. The 
difficulty of solving the problem lies in ensuring oomplete 
liberty to the labourer, and at the same time, in giving him 
effective protection against fraud or ill-treatment. Under a 
free contraot, it is pointed out, the position of the emigrant is 
likely to be worse and all emigration to the Colonies will have 
to be prohibited. In any case, there must be no return to the 
indenture system under a new name and Government must stick 
to the principle that it is not the business of India to supply 
ooolies for the exploitation of the resources of the colonies. 
With the labour upheaval which has burst out in India, serfdom 
in the form of indentured labour is no longer possiblel The 


question of labour emigration will be further referred to in a 
*later past of this chapter. 


For several years an indentured labour system prevailed in 
India itself, e. g. in Assam, where the tea planters imported 
cooliesVor their gardens from the neighbouring provinces. For 
more than sixty years, ‘questions relating to the supply of 
labour for the tea industry in Assam, the condition of the 
labourers on the estates and the enactment and working of 
speoial labour laws, have attracted much attention and have 
formed the subject of several detailed investigations by specially 
appointed oommittees.* The law in this matter was amended 
and consolidated by the/Assam Labour and Emigration Act of 
1901. This 
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ing proportion of the immigrant labour was engaged under 
-ordinary contract,^ Government having gradually withdrawa 
successive districts in Assam from the operations of the Act of 
1901 which authorised an indenture system. ^fhe Assam sys¬ 
tem had two salient features: penal contract with the labourer 
enforceable through the criminal courts and provisions for the 
protection of the labourer. Coolies were recruited through (l] I 
contractors and (2) garden Sardars , persons employed by th< 
planters. Indentured labour has now ceased altogether an< 
recruitment by contractors, which led to many abuses has beer 
abolished. Labour in Aqaam is now fr^^ though recruitment* 
is regulated^yTaw an3 is now controlled by a special Board 
consisting of representatives of the planters and an officer of 
Government. 

257. Rise in Wages:— ( 2) During a few years pra asding 
th e War, wages o f all kin in The statistics availa¬ 

ble on this point, are not ^ry^accujjg^e and cannot, therefore, be 
relied on. We have also to take note of circumstances which 
accompany the money wage in order to find out ‘real’ wages. 
From every Province, however, came the report that there was 
a general rise in wages. In Madras, for instance, “the wages 
of unskilled labour have everywhere shown a marked tendency 
to rise...Domestic wages have certainly risen, and Government 
servants on low pay have for several years past, been granted 
grain compensation allowances...The monthly rates of wages 
for farm servants, however, followed the general rise. Wages 
of artisans also rose.” In Burma, “during the ten years (1901- 
10) the translation from a natural to a money economy has 
made further progress. Most agricultural labour, however is still 
paid in kind, and the field labourer’s wages as measured in money 
have therefore risen in Lower Burma. In Upper Burma also 
agricultural wages tend to rise, owing to the increased annual 
exodus of field labourers to Lower Burma.” “ Jn Pun jab, cask, 
wages are steadily displacing old cust omary wages in kin d, the 
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process being in many parts already complete. At the same 
time wages of unskilled labourers and of skilled artisans have 
doubled in the past twenty years^ the greater portion of the- 
advanoe having taken plaoe in the last ten years, and in 
particular sinoe 1905. ^This increase represents an increase in 
real wages though not of the same extent as the rupees equival-' 
ent, and marks^he operation of the law of supply and demand 
emancipated from the dead hand of custom.” 1 These instances 
are typical of what is happening all over the oountry. 

Mr. K. L. Datta has compiled the following table showing 
nominal and real wages:— 


I. 


Nominal wages. 





1905 

1910 

1912 

RURAL. 


! i 

mm 




Agricultural labourers 



125 

147 


189 

Village artisans 


! 107 

) 

127 

149 

173 

191 

Average 

... 


126 

148 

171 


URBAN. 




mm 



Skilled labourers ... 


106 

122 

mm 

167 

1 183 

Unskilled 

... 


127 


177 

198 

Domestic servants ... 

... 


117 

m 

147 

| 159 

Average 

... 


123 

i 

142 

165 

181 

CITIES. 



mm 


■i 


Skilled labourers ... 


105 





Unskilled „ 

• •• 

104 



Kl 


Domestic servants... 

•M 




149 

■■ 

Average 

... 

104 

122 j 

139 

163 

174 


1 .Decennial Moral and Material Brogress Report, 1913. 
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II. 


Real wages. 



1895 

to 

1899 

1900 

to 

1904 

1905 

to 

1909 

1910 

1912 

RURAL. 







Agricultural labourers 


103 

120 


134 

138 

Village artisans ... 

in 

105 

122 

HI 

135 

138 

Average 

... 

104 

121 

123 

135 

138 

URBAN. 







Skilled labourers ... 


104 

119 


l 


Unskilled ,, ... 

• •• 

106 

122 



mpm 

Domestic servant*... 

... 

100 

116 

■9 

mm 

l 

Average 

• •• 

108 

118 

119 

131 

133 

CITIES. 




■i 

wm 

■■ 

Skilled labourers ... 

• •• 

105 

118 

1 



Unskilled „ 

• • « 

104 

117 


mm&Wt 

4 El 

Domestic servants... 

• •a 

102 

113 

Ksfl 


Hi 

Average 


105 

117 j 

1 

118 

129 

128 


^ If different industries are taken, it will be found that the 
rise in wages was not uniform. It is curious to notioe that 
* the coolies in tea gardens appear to be in the worst position, 
as their real wages have fallen 5 per oent. below those in the 
basic period,Nhough it is poi nted out that these laboures get 
rise at a fixdd rate, generally lower than the market rate. The 
comparative lowness of the wage on the tea gardens struck the 
committee which inquired into the question of Assam labour 
in 1906. The Director of Statistics observes .—“ It is interesting 
to note that the rise in the wages of industrial labour has not 
been so great as in the case of agricultural labourers and 
village artisans. Money wages have overlong periods increased 
in all industries 9 and the rise has generally been greater than 
or equal to the rise in retail prices except in the tea, sugar and 
brewing industries. An examination of Indian wage statistics 
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during the last deoade shows that this is oertainly the 
'labourer’s day.” 1 

The rise in wages can, of course, be beneficial to labourers 
^ only when the prices of their necessaries of life have not gone 
up in proportion, or the general purchasing power of the money 
wages has increased, /tf the field labourer is paid in kind and 
food grains become deader, he obviously benefits ; but if he has 
to purchase food with his money wages, the increase in wages 
must be greater than the rise in prioea The faotory labourer 
' may have to pay more for rent, food and clothing and he may 
be none the better for enhanced wages. * In Bengal,* we are> 
told, * the labouring classes were not much affected by high' 
level of prices. The great majority are field labourers, who are 
mostly paid in kind. Their wages remain the same, but the 
value of grain has risei& When they are paid in oash, their 
wages have increased, dotably in Bengal, where the supply of 
labour is frequently short of the demand.’ Many factors have 
to be taken into calculation, therefore, in estimating the effeot 
of higher money wages upon the condition labour. 

258. War and Wages :—An unprecedented increase 
fin wages was one of the effects of war conditions combined with 
the famine of 1918. The demand for labour was large during 
war time and prices of the necessaries of life were steadily 
rising. The cost of living reached a level at which it threatened 
to stan d permanen tly. At any rate, all classes of labour found 
itrlTrfpossible to support life on the prevailing rates of wages. 
The general averages of index numbers computed on the rates 
of wage-earners in different industries during January of 
- each year from 1914 to 1918 as oompared with the pre-war 
> period are given below 


^ Movement 

Industries. 

of Industrial 

Wages, 



1914 

1915 

1916 

1917 

1918 

Colton. Bombay 

100 

103 

103 

106 

129 

Wool, Cawnpur ... 

100 

112 

108 

117 

118 

Mining (coal) Bengal ... 

100 

100 

100 

108 

116 

Tea, Assam 

100 

102 

103 

109 

119 

Brewing, Punjab 

100 

101 

109 

121 

130 

Jute, Bengal ... 

100 

101 

100 

101 

103 

Paper, Bengal ••• 

100 

99 

99 

99 

100 

Rice, Rangoon 

100 

100 

100 

100 

100 


1 Review of the Trade of India in 1913 14. 
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The famine which prevailed over large parts of the country 
in 1918 and the continued scarcity and high prices of certain, 
necessaries of life, oaused a demand for inorease in wages 
everywhere. ^There were numerous strikes all over the- 
country for a rise in wages and the demand had to be oonoeded. 
The wages of domestio servants and of agricultural labour had 1 
to be increased all round, and the salaries of Government and 
private servants had to be considerably advanced. The rise in 
wages came after the rise in general prices. The successful 
labour strikes for wages show how workmen were driven by 
the intolerably high, cost of living to prefer a demand for an 
inorease and how employers oould not refuse to comply with it- 

In England, wages rose enormously during the War along 
with the cost of living; and with the steady decline of the 
latter, proportionate cuts have now been effected in wages. 
This readjustment has been the result of friction and mutual 
agreement between employers and employes. There has been no 
standardised wage in different industries or in any individual 
industry in this country and no fixed standard of living for the 
factory workers. ^The importance of standardisation has now 
been appreciated, and the Bombay “ Labour Office ” compiles 
and publishes cost of living and wage statistics regularly so 
as to help factory owners and operatives in following the 
movement of prices and labour earnings^/This subject is further 
dealt with in a later section of this chapter^ 

259. Causes of the Rise :—(3) The law of demand 
and supply is, of course, a great regulator of prices and among 
them of the prices of labour\ Workmen of a particular class 
may be in greater demand <ft a time and naturally their wages 
must go up. /That is certainly one of the causes of the recent 
rise in wagesln India, and it is intensified by the immobility 
of labour and, therefore, by a lack of competition^ Take it or 
leave it, seems to employers to be the motto ^tfh labour of 
particular classes and grades. ^The available supply has also 
diminished owing to deaths due to plague^ which alone haa 
carried off nearly a crore of people since its advent into this 
country. C^And the havoo made by influenza in 1918 told visibly 
upon the supply of labour. High mortality among labourers 
has thinned their ranks and it seems to be an important factor 
in the situation.) 



-■558 


INDIAN ECONOMICS. 


C 4 general rise in prices is another cause of the increase In 
the scale of wages ^Economists have disoussed various theories 
concerning wagesjisuoh as the coflt.Qf-prf»Hnn«nr. ihatuqt, tVin 
wages-fund theory, the standard-of-life theory and the pro¬ 
ductivity theory of wagesA None of these theories oan be 
accepted as satisfactory by ’ itself, though eaoh one of them 
contains some truth, and they are all complementary to one 
another. ^Wages will rise if the wealth produoed by a com¬ 
munity increases owing to greater efficiency or the application 
cf more capital. But the workmen must be sufficiently organiz¬ 
ed and intelligenj^to be able to seoure their proper share of the 
increased out-put of wealth. Similarly, workmen come to 
have a certain standard of life whioh steadily improves and 
necessitates the payment of a higher wage. 

Higher prices and increasing wants regulate the remunera¬ 
tion workmen must receive if they are not tied down by custom. 
Generally wages lag behind prices and gradually overtake 
them. This is what happened to factory workers and Govern¬ 
ment and private e mploye!,. Take, for instance, the oase of an 
unB^;ille5Tabburer””m a city like Poona. The normal daily 
wage of suoh a labourer twenty five years ago was four annas. 
But at that time, Bajri used to sell at 16 seers and rice 10 
seers a rupee; house rent was low, vegetable oil sold at 4 seers 
per rupee, fuel at 8 annas per maund and a dhoti cost from 8 
annas to 2 rupees ; and, on the whole, necessaries of life were 
-cheap. Now the labourer seldom gets 5 seers of Bajri, 4 seers of 
rice and 1* seers of oil per rupee, fuel, rent and cloth have all 
risen by more than 100 to 150 per cent.; and it is no wonder 
if he demands 12 annas a day as his wage. Indian labour is 
now being better organized and is becoming more intelligent, 
especially in large industrial oontres, and its demand for higher 
wages in response to dearer living, oan no longer be ignored. 
In Bombay, Ahmedabad, Madras and many other places the 
strike weapon has been successfully used to extort higher 
wages. 

260. Factory Life:—As to (4) conditions of work, they 
depend upon the kind of industry in which the labourer is 
engaged. Work in the fields is, of course, the best from the 
point of view of the labourer’s health, and though village sanita¬ 
tion in India is far from satisfactory, life in the open air and In. 
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■cottages or small houses is preferable to residence in over¬ 
crowded tenements in oities. There is doubtless muoh sweat¬ 
ing in some of the home industries, but on the whole, there is 
greater freedom enjoyed by operatives engaged in indigenous 
industries of the old type. The temptations of city life are 
insidious, and the physioal and the moral health of the opera¬ 
tives visibly'suffers. The periodical migration of- city labour 
-to village homes affords relief though it disturbs the work in 
the faotory. 

It is machinery, working in stuffy rooms in the midst of 
noise and oonstant bustle, and the continuous strain which 
labour in factories and workshops imposes that tell upon the 
health of the operatives. The autonomous worker is his own 
master and he and the members of his family, who may have to 
work long hours, have still the consciousness of independence 
and enjoy an amount of liberty whioh is denied to the opera¬ 
tives working for a master. The latter have to toil at their 
wearisome task and their lot is often hard. The sooial effects 
cf the factory system on labourers are very detrimental, especi¬ 
ally when women are employed. There is no one to look after 
the children left at home and the domestic life of the operatives 
is rendered miserable. 

The jobber supplies labouT in several Indian mills and acts 
as a middleman. This system frees the employers from all 
worry about the supply of labour, but it places the workmen at 
the mercy of an unscrupulous person bent upon personal gain. 
^Wages are not paid weekly as in England and operatives have 
to borrow to satisfy their daily requirements. Wages are us-\ 
ually kept in arrears and are paid weeks after they are due. I 
Children are made to work in factories when they should live 
a life of freedom in the open air, and this leads to the physical 
deterioration of the young generation of working men. There 
is no 'home ’ for workmen when their wives have also to work 
in factories. The health of children must suffer under these [ 
conditions. The position of artisans, like the carpenter and I 
the mason, is far better; their wages are high; they enjoy great ( 
liberty and their work is not so taxing.^ 

261. Factory Rets-. —(51 It was, therefore,to the factory 
operatives that attention was early directed, and experience of 
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western countries led the State to legislate for their protection- 
As textile and other factories on modern lines multiplied in 
the country, conditions of work in them had to be controlled 
in the interest of the operatives. I £he latest piece of factory 
^legislation before the enaotment ofthe Act of 1921, was the- 
Indian Factories Act of 1911 whioh repealed the earlier Act 
of 1881, amended by the Aot of 1891. This last Aot provided 
for the fencing of machinery, and for the promulgation of rules 
as to water supply, ventilation &o. The hours of employment 
j for women and children were prescribed and the appointment 
'of inspectors of factories was provided for. 

t^The increasing use of electricity in the Bombay mills made 
it possible for the operative to work for 14 or 15 hours a day* 
and the industrial boom of 1904-5 made such excessive hours of 
work notorious. On hearing complaints of such abuses* 
Government ordered an enquiry to be made into the question by 
a committ ee in 1906 and by a commission which reported two 
years later. The majority of the commission deprecated any 
limitation of the working hours of male adults. Efflt fifrfir rQ ~ 
f n r-Aiu^iiWnf IX “ ynnng paranna ” between 

JA and. 17-Vfiara-n£.agfl,.whn..wnrfl not to work for morelKaBTlft- 
hours a da y, thus indirectly limiting the hours of work for 
acTults to jl2. The Act of 1911 shortened the hours of children’s 
and women’s work, and as the evil of excessive hours of work 
was found prevalent in textile factories, it restricted the hours 
of employment of adult males there to 12 hours a day. 

This provision about the limitation of hours of work was 
regarded as extraordinary, and as an unnecessary encroach* 
raent upon individual liberty. Some mill-owners indeed wel¬ 
comed the Eflflfjrtyti on as c al culated to prove beneficial to th e 
operatives and to enhance their efficiency . But others strenu¬ 
ously opposed the innovation as injurious to the interests of 
workmen as well as to those of employers. It was said that the 
evil complained of was not widespread; that the operative 
did not want the limitation of hours; that they worked willingly 
for a longer time as they obtained higher wages for the addi¬ 
tional work ; that the work did not put an excessive tax on the 
health or the energy of the workers; and that the agitation in 
the press for restriction was misleading and not entirely 
unselfish. 
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In the oourse of his remarks on the Factories Bill in the 
Vioeregal Council 1 2 the Hon’ble Mr, flftdahhay presented the 
following portrait of the Indian faotory worker '•—“ The Indian 
operative is not oapable of concentrated or continuous labour 
or of prolonged and sustained effort. He is by nature not 
disposed to take his work seriously ; he has an incurable habit 
of spreading the work he has to perform over a long period 
of time ; he invariably works in an easy, careless, perfunctory 
manner; he must needs loiter in the midst of work, and he, as 
though intuitively, makes up for prolonged hours of work by 
being slaok during no inconsiderable portion of his routine 
work. His work is done neither with strenuousness nor alacrity 
and oompares most unfavourably with the standard enforced 
in European countries.” 

The Indian faotory labourer has produced the same im¬ 
pression upon visitors from foreign countries. But his laziness 
and lack of concentration did not justify excessive hours of 
work at noisy, nerve-raoking machines in the midst of surround* 
ings that were bound to tell upon his health. ~£Tfd'thUTicnBeiuiita 
which were published, of the conditions in which the mill hands 
lived and worked and earned their wages, could not but exoite 
the sympathy of the public; and, in the long run, it was felt, 
the employers themselves were bound to suffer owing to a loss 
of efficiency in their workpeople. Faotory owners are not, 
however, inolined to look ahead or feel for their labourers as 
they feel for their profits; and though there are honourable 
exceptions, this is the usual confliot of interest between oapital 
and labour. The interest taken by Lancashire manufacturers, 
from the very first, in the condition of Indian factory labour, 
especially that engaged in the ootton textile industry, oreated 
an atmosphere of suspicion round the labour problem and 
complicated the situation. 

262. Labour Organizations :—ffli Lahamaca in 
have been, until recently, almost absolutely unorganized, * 

1 3rd, January, 1911. 

2 “ For the present the condition of the Indian working man is wonder¬ 
fully like that of the English working woman. He does not understand his 
own position well enough to enable him to act effectively. Only the faintest 
glimmer of Trade Unionism is streaking his horizon with light.”—J. Ramsay 
Macdonald : The Awakening of India. 
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agnomnt end unenterprising. The Indian factory worker does 
not usually settle In or near the industrial oentre; he has his 
ancestral home and patoh of land, perhaps the property of a 
l joint family, to whieh he returns during oertain seasons of the 
/year. He has been described as * an agriculturist first and an 
f agriculturist last.’ He supplements the family income by his 
f wages as a faotory operative. A proletariat is being steadily 
formed in this oountry ; but it does not yet oonsist, as in 
the West, of landless men who have made orowded oities 
their homes and places of work year in and year out and 
who have little to draw them away to the village. This is, 
from one point of view, a satisfactory feature of the workman’s 
flife ; but from the point of view of the work in the factory, it 
[leads to disorganization and waste. “ The employer of 'labour 
Lin this country,” it is said, therefore, “'is wholly at the mercy 
lof his operatives.’’ 

We used to hear, now and again, of small strikes among 
faotory hands but the use of this weapon was neither systematic 
r nor sustained./The strikes among faotory workers at Ahmeda- 
"bad and of postmen in Bombay in 1918, showed how a sub- 
■ stantial inorease of wages could be obtained by oonoerted and 
sustained aotion on the part of mill hands and Government 
employes and also how employers could resist extravagant 
demands by m eans of or ganized oppositiop . The strike was 
long only a mild way of ventilating grievances and there were 
no labour organizations behind the workmen most of whom are 
illiterate. Neither employers nor workmen, as corporate 
bodies, had made satisfactory arrangements for the performance 
of functions which trade unions in the West have taken upon 
themselves. 1 




During the past few years, however, systematic efforts 
ave been made to organize labour and labour unions were 


1 44 The jobber is still the master of the situation and finds it to bis 
interest that there should be frequent changes among the hands.”—Collector 
of Bombay, reviewing Report of the Chief Inspector of Factories in 1912. 
Mr. J. Ramsay Macdonald thus described the situation.— 44 One finds this 
industrial class swarming in over-crowded coolies’ lines, sometimes regiment- 
ed by an overseer to whom the workers owe their job and who in consequence 
demands commissions from them, sometimes living in ordinary working class 
parts of the town under exceptionally hard conditions.” 
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first started in Madras. The movement has now spread and N 
different olasses of workers, in different parts of the country, 
are being organized in unions. It will take some time before 
they assume the shape and the functions of labour organiza¬ 
tions in western countries but they are clearly moving in that ’ 
direction. An All India Labour Conference, convened to elect 
a representative for attending the international labour confer¬ 
ence, was a significant move and showed the trend of the 
development in India. 

263. Employers’ Doty :—A few oonsoientious em*. 
ployers are trying to provide good houses and other amenities 
of life to their workmen and education to their ohildren ; and 
the arrangements made in this connection are satisfactory 
The example must, however, be widely copied, and employers 
must realise that action in this direction is as much in their 
Wn interest as in that of the working men. No one would like 
to have here the labour troubles that have now become & 
common, chronic feature of industrial life in the West . But; 
the remedy for this does not lie in keeping workmen-ignorant,j 
indifferent and unorganized ; it lies Tather in timely measure*, 
taken to avoid the mistakes and to prevent the e vils of the West. 
The time seems to be ooming when the Indian workmen will 
appreciate the remark of a leader of Western labour that ** one 
with an experience of the West must look upon this oommeroial 
philanthropy with grave misgiving, whatever immediate benefit 
it may be to the workers.” 1 2 

In the face of the illiteracy that prevails in the country 1 
and of the apathy on the part of workmen as well as employers, 
the solution of the problem is very difficult. The operatives 
are at the meroy of jobbers and money-lenders to whom they 
are driven by ignorance, 3 extravaganoe and vioejj Disorganiza¬ 
tion of the old social and economic system and illiteracy are 


1 J. Ramsay Macdonald. 

2 “It should always be remembered that the Indian labourer must bo- 
led and not driven. He is not as is the inhabitant of western lands consum¬ 
ed by the desire to rise in the w'drld. The caste and joint family system hold 
him bach and he is content with the same simple fare and surroundings as 
his father had before him. If dissatisfied with conditions of work in town, 

he will make no oomplaint but go back to his villago life. ’’—Fremantle s 
Report on the condition of labour in the United Provinces. 
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the two principal obstacles in the way of the promotion of the- 
well-being of the working classes. The problem must be tackled 
from the two ends, the employer and the workpeople. The 
employers in their own interest, have to organize the supply of 
labour and promote its effioienoy. The labour population in 
towns is a floating population and employers are not sure if 
their money would be usefully spent on its improvement. £But 
it is pointed out that if life in the oentres of industry is made 
more attractive than it now is, the workmen may be induced 
to live there, more or less permanently, in spite of their attach¬ 
ment to the village home and landS^ The proper housing of 
factory hands, the education of their children and a general 
improvement in the conditions of work in factories, are direc¬ 
tions in which reform is required. There has already been 
much talk about these questions, but there are only a few 
isolated instances of employers who have taken them up 
seriously. On the whole, there is apathy and lack of concerted 
notion in these matters. 1 

In other countries there are splendid organizations of 
.workmen, and they have now won for themselves an important 
place in public life. Their aotion is both beneficent and militant. 
The trade unions help their members in a variety of ways and 
try generally to improve the position of the working olasses. 
On the militant side also they have won notable suooesss, parti¬ 
cularly in lessening hours of work and increasing wages, and 
the State itself has come to the assistance of the labourers by 
making arrangements for old age pensions, insurance against 
sickness and disablement. ^There is unfortunately a tendency 
among workmen to go to extremes in the matter of strikes and 
here they have lost public sympathy whioh is their great 
asset.^ 

In the Tata Iron and Steel Works at Sakchi, up to-date and ideal 
arrangements have been made for the housing and the general comfort of 
labourers. But even at Jamshedpur there was recently a strike on a large 
scale which indicated the advent of new conditions. Employers of labour in 
several cotton mills and other factories are also making similar provision. 

* Welfare funds ’ have thus been started in connection with certain mills in 
Bombay and large amounts taken out of profits are to be utilised in promot¬ 
ing the well-being of the operatives. • Dispensaries and grain shops;are attach¬ 
ed to factories and chawls have been erected in the vicinity of mills for 
housing workmen. 
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Unskilled labourers and women are, as a rale, at a dis¬ 
advantage and have to be content with low wages and un¬ 
satisfactory conditions of work. But ooolies in dooks and other 
places where great physical strength is required in lifting and 
carrying about heavy loads, earn high wages. In India,' 
labourers are scattered, exoept in large industrial centres, and 
concerted action is impossible in their case. The old caste 
organizations are unsuited to faotory life as in factories there 
is a promiscuous mixing up of people of dif ferent castes. The 
fives ST 6p4¥4llve8 nave to be adapted to their environments so 
that they may try to improve them. Even where workmen are 
congregated in numbers, they are helpless, without leaders and 
without organization. Spread of education among them wil^ 
alone enable them tcT'Ull'dUfHEiHdri&SlP NgTlTy Slid (U TffSkej 
efforts to improve their condition. * 

The lot of the labourers engaged in -factories, mines, rail¬ 
ways and on plantations may be improved by the beneficent 
aotion of far-seeing and sympathetic employers, as muoh as by 
combined pressure brought to bear upon them by the operatives. 
In agriculture and the other indigenous industries in whicTT 
the bulk of the Indian labourers are engaged, combined aotion 
on the part of workmen is not to be expeoted and only the good 
sense of the employers must be trusted to ensure satisfactory 
conditions of work and deoent wages. There is a large amount 
of oasual labour employed in these industries, and its wages 
are determined by the number and the needs of the workmen. 
The employer will usually give his labourers just enough to 
enable them to keep body and soul together and they are often 
at his mercy. Such labour is lazy and careless and dear evem 
for low wages. 

264. Housing and Sanitation Workers in factories, 
in mines and on the plantations form a small part of the total 
labour force of the country. The condition of factory worker® 
has attracted greater attention because it is more conspicuous 
and it involves the evils of modern industrialism. But there is 
no reason to suppose that workmen engaged in other industries 
are better off, though there are in their position certain com¬ 
pensating circumstances present. Now that labour is being 
organized and is preparing to take the problem of improvement 
in its own hands, it may be expected that progress in the direc- 
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tion of higher wages, fewer hours of work, sanitation, housing 
Ac., will be steadily kept in view and systematic efforts will be 
made to achieve it. 

That the efficiency of Indian labour is low and that the 
Indian workman is oontent with a very low standard of com¬ 
fort, is admitted on all hands. It is stated that “ the Indian 
workman, speaking generally, takes advantage of the greater 
earning power given to him by increased wages to do less work, 
and shows no desire to earn more money by working more 
regularly or by improving his own efficiency.} 1 The Indus¬ 
trial Commission made a oareful inquiry into this aspeot of the 
labour problem and was inclined to take the view that ‘the 
remedies f or this state of affairs are a rise in the standard of 
comfort and an improvement in public health’. Education, 
improved housing and a general polioy of betterment, in whioh 
an organization for the care of public health must play a 
prominent part, are the means suggested to attain the desired 
end. Shorter hours of work, facilities for amusement, provision 
of cheap shops for the sale of articles of everyday consumption, 
eo-operative societies, are some of the principal measures that 
>must be taken to bring about a substantial improvement in the 
condition of factory labour. 

The housing problem is one of the most urgent that must 
be tackled in this connection. Conditions in this respeot vary 
from province to province. In oases where factories are situat¬ 
ed at a distance from towns, deoent housing accommodation 
can be conveniently provided.CJ3ut in places where factories 
are located in thickly populated areas and in plaoes where 
cheap and sufficient land is not available, housing conditions 
are unsatisfactory. Government and local authorities must co¬ 
operative with employers in securing suitable sites for erecting 
factories and housing workmenN The duty of providing sani¬ 
tary houses cannot be thrown entirely on the shoulders of 
employers, though the latter cannot escape their responsibility 
in the matter. Some enlightened employers have been alive to 
their duty and housing and other arrangements made in certain 
mills and factories are worthy of imitation elsewhere. 

The position of Bombay oity with reference to the location 
of mills and housing, is peouliar. A few of the * chawls * ocoupi- 


1 Report of the Indian Industrial Commission, Chapter XVI. 
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ed by factory and other workers, are the worst that can be im¬ 
agined. The report of the Industrial Commission describe s* 
them thus:—"The rooms, especially those on the ground floorj 
are often pitch dark and possess very little in the way oi 
windows; and even the small openings which exist, are oloseq 
by the inhabitants in their desire to seoure privaoy and tel 
avoid the imaginary evils of ven tilation. The ground floors arc 
usually damp owing to an insufficient plinth ; the oourtyarda 
between the buildings are most undesirably narrow and, there¬ 
fore, receive insufficient sun and air. They are also very dirty. 
Water arrangements are insufficient and latrine accommoda¬ 
tion is bad, though the latter is being steadily improved. A 
most insanitary smell hangs round these buildings." Increased 
accommodation in healthy model chawls is now being provid¬ 
ed in Bombay and radioal improvements are expected from ther 
Development scheme now in progress. 

265. Other Needs :—As work in factories is strenuous* 
and exhausting, it is necessary that special measures should be\ 
taken by the employers to relieve the physical and the mental 
pressure whioh long hours of labour entail upon the onera. tlvaa T ^ 
The State must enforoe the provision of these essential condi¬ 
tions in the factories if employers require legal coercion. First, 
cb regards hours of work, employers gradually showed thei r* 
willingness to adopt a ten hours day. The contention thai ttt@ 
Indian labourer is lazy, that he is not unwilling to work for 
twelve or more hours a day, and that a shortening of the 
working day will inevitably lead to a reduction in output, and 
therefore in wages, oan not be allowed much weight because 
the existing conditions are, in any case, intolerable. In order 
to put in twelve hours’ work in the factory, the operative 
had to leave home at 5 or 5-30 A. M. and he returned at 8-30 or 
9 P. M. He has no time for recreation and leisure and life to 
him is not very pleasant. Belief is, therefore, imperatively 
necessary even if it oauses some diminution of output and if & 
reduction of the working day does not increase the efficiency 
of labour. Humanitarian considerations, if not others also^ 
demand it. 

The employment of women and children is a question that 
requires even greater attention. As the law stands, women 
cannot be made to work longer than a fixed number of hours per 
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day bat here also a reduotlon seems to be called for; and there 
are besides several questions of sooial and moral importance 
whioh arise with reference to the way in whioh women are 
treated and the speoial ooncessions that mast be granted to 
them. Children below the age of 9 oould not be employed in 
factories and be made to work for more than 7 hours on any day. 
The International Conference at Washington very properly re* 
commended that the minimum age for employment should be 
raised to 12. The minimum age for adults must likewise be raised 
from 14 to 16. There are complaints that the law is notoriously 
evaded in these matters in several factories, and that the ins¬ 
pectors are not able to cope with the evil.^There was recently 
a suggestion made to the effect that unofficial and philanthropic 
agenoy should be allowed to co-operate with and supplement • 
[the work of faotory inspectors} and though there are practical 
Idiffioulties in putting this proposal into operation, it is undoubt¬ 
edly worth a trial. In any event, a strioter and more frequent 
supervision of factories is badly needed and the number of in¬ 
spectors must be increased. 

266. Welfare Work :—It has come to be recognized as a 
Fduty of employers to make varied provision for the physical, men¬ 
tal and moral well-being of their operatives; their responsibility 
does not end with paying the latter 'their fired wage and 
(nerhaps accommodating them in sanitary houses. The 
Harnatik and Buckingham Mills in Madras, the Tata Steel Works 
at Jamshedpur and a few other factories have been follow¬ 
ing a very liberal and far-sighted policy in providing houses, 
cheap grain shops, sohools, reoreation grounds, libraries and 
other amenities for the benefit of their work people. Philan¬ 
thropic agencies have undertaken this very useful work in Bom¬ 
bay and Madras, the Sooial Servioe League taking the lead at 
the former place. These bodies of public-spirited people organize 
lectures and conduct night sohools for the benefit of fac¬ 
tory workers. Outdoor games and trips are arranged for the 
children of the operatives and co-operative oredit and other 
societies have been started for promoting thrift and relieving 
indebtedness. Special care is being taken to help women in 
their difficulties and more along these lines is required. 

Some employers in Bombay have shown active sympathy 
with this work and are giving financial help, enabling it to 
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fee carried on for the advantage of the operatives in their mills. 
The Endian Industrial Commission has emphasised the value 
of these activities of philanthropio agencies and urged the need 
of disinterested labours of private individuals and associations 
being bestowed upon the work. Snyh aganaifla. ** sjca 

sadly lacking, with one or two brilliant exceptions^ The 
Commission feels that offioial organizations, as at present con¬ 
stituted, are ill-suited for work of this character and 
observes—" Government and local bodies as well as employers » 
however, can and should assist suoh efforts, both financially 
and in other ways; but the direct participation of official 
agenoy in social welfare work must wait until the civic sense 
has become more fully developed, and we therefore think it 
out of plaoe to make definite suggestions. 

It must be repeated that the particular attention that is 
being paid to the question of ameliorating the condition of 
factory labour does not warrant the inference that other work¬ 
men are too well off to require anything being done for their 
benefit or that at least they are not worse off than mill hands. 
The houses, the wages, the conditions of work &o. in the oase 
of non-factory labour are in most oases, lamentable. Organiza¬ 
tion is difficult among them, and their oause also must be taken 
up by philanthropic associations. Every town and even every 
village has this problem to faoe, and the city slums and the 
‘ paracheries' are a soandal. Filth, vice, disease, poverty and 
misery are rampant in these places. Improvement of general 
sanitation and of public health is a problem of supreme impor¬ 
tance which confronts municipal and local bodies and until it 
Us solved, there is little prospect of any substantial bettering 
iof the condition of labour. 

2€>7. Government Action :—The serious labour unrest 
which prevailed in the different parts of the country and broke 
out. from time to time, into strikes in 1919. naturally raised 
-the question if the circumstances did not oall for an inquiry 
into the condition of factory workers and did not point to the 
necessity of soma b eing taken to establish concilia¬ 

tion boards and a system of arbitration A resolution was” 

1 Report page 192. 

7 1 
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moved in the Supreme Legislative Council, urging the appointr 
ment of a commission to go into the whole problem of faotory 
labour, strikes and so forth and to deal with the extraordinary 
labour situation whioh had arisen in the country. Speaking, 
on behalf of Government, Sir Thomas Holland expressed 
sympathy with the objeot of the resolution and described what 
steps were being taken to oarry out the recommendations of 
the Industrial Commission in that behalf. 1 

The Bombay mill strike of January 1920, characterised as 
a ‘ lightning ’ strike, declared without any notice being given to 
the employers, had roused a great deal of bitterness in the minds 
of employers, workmen and the public. The mill hands were 
obstinate in refusing to return to work until their demands 
about higher wages and other concessions were fully conceded 
and the employers would not make a move unless the workers 
first went back to the mills. A deadlock was thus created and: 
the labour situation bore a most threatening aspect; and an 
agreement was reaohed only through the intervention of a oon- 
\ ciliation committee composed of public-spirited leading men, 
{and especially of the Governor. similar situation had to be 
faced in Abmedabad at a later date. There were as many as 86 
strikes in the oourse of a few months during that year. Nearly 
one third of these involved more than 1,000 workers in each 
case and a total of nearly 2% lakhs of operatives.^ All this 
pointed to the urgent necessity of Government Revising a 
machinery for dealing with the labour problems which had 
arisen in the country. XThe Faotory Aot clearly required 
amendment and other incisures on western lines intended to< 
meet labour conditions, characteristic of western countries, 
became obviously necessary:^ It is not, of oourse, possible to 

1. Keference was made to the necessity of primary education among 
the labouring classes, to the position and prospects of skilled artisans, to the 
effects of a low standard of comfort of faotory labour on its efficiency and to 
welfare work among the operatives. It was stated that there was a keen 
demand for factory labour and that little apparent desire on the part of 
workmen to increase their efficiency and little prospect of their being 
able to do so. Labour, it was declared, was growing more conscious of its 
wants and power and showed signs of a capacity for organization. An 
examination of the whole position was, therefore, called for with a view to 
the devising of suitable remedies. 
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apply western methods wholesale to India as Indian labour is 
not yet as organized as that in other countries, "and can not be 
dealt with without special reference to local conditions. 

The principal demand of factory workers during the strikes*, 
was for a rise in wages and a special allowance to cover the 
increase in the cost of living due to prevailing high prices.. 
It was not only operatives in factories that struok work from 
time to time. J^The strike weapon has been used by postal 
t and railway employes and municipal scavengers and tram- 
waymen with varying success. Labour was not, however, 
sufficiently organized, trained and experienced to make a 
grievance of the management and the conditions of work 
in the factories; but a claim to secure a reduction of the 
hours of work was being put forward. The fact that an interna¬ 
tional labour conference had met at Washington and approved: 
>f certain conventions, encouraged labour in this country in 
asking for concessions which had not figured as important 
lemands in industrial disputes before that time. The problem 
of fectcfy'tabouT wss thus brought to a head by a combination 
of various circumstances, and the adoption of some conventions 
and their embodiment in an amended Factory Act became 
inevitable. 

268. India and International Labour:—The interna¬ 
tional treatment of questions relating to labour legislation had 
been tried off and on for a number of years in Europe, but the 
important part labour had played in winning the war for the 
Allies, forced the claims of the working classes on the special 
attention of the Powers which met to formulate the* terms of 
peace with Germany early in 1919. The Paris Peace Conferenc e 
appointed a commission to inquire info ilie conditions 01 
employment of labour and the international machinery thal\ 
should be devised to take common action on matters relating 
thereto. The labour convention proposed by the Commission 
was adopted by the Peace Conference, and it nrovi^ efl tha 
constitu tion of an Internationa l organization to which all 
members of the League of Nations would belong and which 
would consist of an International Labour riftnfarog ee and an 
International Labour Office as part of the machinery of tKe 
It was provided that the first Labour Conference was 
to meet at Washington in October, 1919. 



INDIAN ECONOMICS. 


$72 

How labour shot into international importance as a, result 
of the War and the peace treaty, may be seen from the signi- 
7 fioant fact that the very Covenant of the League of Nations 
which is embodied in the Peace Treaty, oontains, in Artiole 23, 
declarations regarding the obligation of the nations to take 
steps to “seoure and maintain fair and humane conditions of 
labour for men, women and ohildren "; and Part XIII of the 
Peace Treaty oontains the necessary provisions relating to the 
international treatment of labour questions. C^ndia is an ori¬ 
ginal member of the League and was also entitled to repre¬ 
sentation in the Labour Conference as a separate oontraoting 
party A Special treatment of countries like India where labour 
conditions are not precisely similar to those obtaining in 
Western countries generally; was provided by Artiole 405 of 
the Treaty, whioh stated that the Conference shall have due 
regard to those countries in whioh climatic conditions, im- 
perfeot development of industrial organization and other 
oiroumstanoes make the industrial conditions substantially 
different, in framing its recommendations. Delegates to the 
Conference were to be representative of employers, wormken 
and Governments and were to be nominated by the last of 
these. 

The first International Labour Conference held a t Washing - 
ton, passed draft conventions on the questions of the maximum 
weekly hours of work, the prevention of and provision against 
unemployment, the employment of women and ohildren in un¬ 
healthy processes, employment of women before and after ohild 
birth and during night and the question of the minimum age for 
the employment of children and the employment of ohildren 
during night/ So far as India and other Asiatic countries were 
concerned, tn%se conventions were suitably modified to fit in 
with their peouliar ooditions^ An 8 hours ’ day and a 48 hours 
week were adopted for general application, but it was provided 
that “ i p British India the D rinoiplaof * «iTtofann>q* gggk 
be adopted for all workers in the industries at present covered by 
the factory acts administered by the Government of India, in 
mines and in such branohes of railway work as shall be 
specified for this purpose by the competent authority A 
sixty hours* week had already been voluntarily adopted by the 
mployers of labour in many of the Indian factories, but the 
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Washington conventions needed the ratification of the Legis¬ 
lature before they could be enforced. 

(T he draft conventions were aooordingly submitted to the* 
two houses of the Indian legislature in February, 1921 and 
ratified by the Government of IndiaA Besides ratifying the- 
two important conventions relating tdihe 60 hours’ week and. 
the fixing of the minimum age of ohildren for admission to- 
factories at 12^foovernment ratified a convention regarding un¬ 
employment whloh binds them only to supply statistics regard¬ 
ing unemployment to the international Labour Office^ They 
have also undertaken to examine the recommendation of the 
oonferenoe about unemployment which seeks to prevent exac¬ 
tions by private employment agencies from labourers for find¬ 
ing out work for them, by prohibiting the establishment of 
such agencies as charge fees or carry on that business for 
profit. They have, likewise, undertaken to enquire into the 
possibility of making arrangements for the disinfection of 
wool infected with anthrax spores and to bring in legislation 
if it is found necessary to prevent the infeotion. The Washing¬ 
ton recommendation respecting the protection of women and 
children against lead poisoning will also be given effect to. 
They have decided to examine, at the same time, the possibility 
of giving effect to the recommendation concerning the esta¬ 
blishment of Government Health Services. There are some 
unhealthy processes in manufacture and it is intended to^ 
provide, if necessary, besides an efficient system of factory 
inspection, a health service to look specially after sanitation 
and health. The improvements suggested by the oonventions- 
were, as far as practicable and essential/embodied in an amen¬ 
ded factory law whioh beoame the Factory Act of 1922 and. 
came into operation on 1st July, 1922. 

269. The Factory Ret of 1922:— In view of the 
principal provisions of the Faotory Act of 1911, the new 
Act was regarded as a very radical measure, and many of the 
changes embodied in it, were strenuously opposed by the- 
representatives of employers of labour, though even they had 
become oonvinoed of the inevitable character of the ohanges 
which were sought to be introduced. It demonstrates the* 
undoubted effeot on India of organized strength built up by 
labour in western countries and the beneficial influence upon. 
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the condition of working classes In this oountry of interna* 
tional disonseions and agreements in connection therewith. 
It is doubtful whether a radioal amendment of the Indian 
Factory Aot of 1911 would have been possible in suoh a short 
time and without muoh fuss if it had not been for the pressure 
of international conventions. 

We give below a brief summary of the important changes 
^embodied in the new Factory Act 

The age of application of the law to children is raised from 
14 to 15. 

The definition of ‘faotory’ is extended to any premises in 
which meohanioal or eleotrioal power is used employing simulta¬ 
neously not less than 20 persons on any one day in the year and 
fiit may also be applied to any premises where not less than any 
10 persons are simultaneously employed whether or not mecha¬ 
nical power is used. 

ffo child can he employed without a medinal nnTtifinato.and 
^ider powers a re given to an inspect or ,when he is of opinion 
thj^aT^ndTempToyeJr in af&cxofyTsnolonger fit for employment, 
to require that the ohild shall cease to be employed until he has 
heen re-examined by a certifying surgeon. 

W ^A. new provision prohibits the atmosphere of a faotory being 
rendered so humid by artificial means as to be injurious to the 
health of the persons employed. 

W ' / The inspector is given authority to compel the repair of 
buildings or machinery which are in a condition dangerous to 
human life or safety and in the case of imminent danger he 
may prohibit the use of machinery or plant until it is duly 
repaired. 

t/ Power is given to prohibit the presenoe in factories of 
■children under the minimum age of employment. 

L/ The emloyment of women and persons under 18 years is 
-prohibited in zinc or lead works, in the manufacture of solder 
nr alloys containing more than 10 pre cent, of lead or mixing or 
pasting in connection with the manufacture or repair of electric 
accumulators. 

There are new and stringent provisions to proteot the 
health of workers in zino and lead. 
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'""The rest intervals at periods not exceeding six hours are 
-to be for not less than one hour instead of half an hour; and no 
person is to work for more than five hours continuously and in 
-the oase of a ohild for more than four hours. 

While another rest day than Sunday may be substituted, 
the change must not result in any person working for more-than 
10 consecutive days without a whole day’s holiday. 
v>*^The maximum hours for ohild employment in each day are 
xeduoed from seven to six hours. 


The minimum age limit for children is raised from nine to 
VI, but this will not apply to any child lawfully employed in a 
factory on or before July 1, 1921. 


■~~No person is to be employed in a faotory for more than 60 
hours in any one week (the previous limit was 72) or for more 
than 11 hours in any one day. 


Certain powers of general or special exemption from these 
restrictions may be given by the local Government to meet 
seasonal or other exceptional conditions or to carry out work 
on urgent repairs. 

Where such exemption is granted, overtime beyond the 60 
hours a week is to be paid for at not less than lVi times the 
normal rate. 


The statutory limitation of hours does not apply to persons 
defined by rules to be holding positions of supervision or 
managemnt or to be employed in a confidential capacity. 

There may be special exemptions for indigo, tea and coffee 
factories but in prescribing them the looal Government is to be 
subject to the oontrol of the Governor General in Council. 

The Governor General in Counoil is empowered to make 
rules for the adequate disinfection of wool for the prevention of 
anthrax. 

The fine for breaches of the Aot is raised from Rs. 200 to 
Rs. 500; and the Court is empowered to pay compensation to 
injured presons or their families out of the fine. 

270, Trade Unions and Legislation:— The trade uni¬ 
on movement in India is sti ll ip infancy In the large 
majority of oases, the lead^Eftjif are outsider^ 

inspired with sympathy for the cause of labour or desirous 
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of doing some service to the unorganized and ignorant work¬ 
ing classes, and not men who have themeselves been workers 
and risen from the ranks. (The average factory worker is more 
often than not an agricutlurist and listless and lukewarm,, 
and the enthusiasm roused in him by a strike is shortlived and 
seldom takes the shape of steady and sustained interest in his 
own or the common welfare of the whole classfc^ The movement 
is, however, well organized and strong among some workers. 
It is believed that there are in the whole of India about 100 
trade unions with a total membership of well-nigh upon 2J^ lakhs 
of members. There are in Bombay oity alone «. dozen wall- 
rtgnlptpd nniotin. most of fkem started in the course of 1920 and 
1921 with a membership ranging between.-35Q.and 10.000 eac h. 
Ahmedadad has 10 unions whioh are believed to be well-managed. 
Many of the workmen’s associations are not trade unions in the 
accepted sense of the word and have no regular funds and do 
not funotion as active unions. 1 QAn all India Trade Union 
Congress has been started to combine the trade unions and has 
its headquarters in Bombay. NjEtegular membership, punctual 
payment of subscriptions, a Strong and active executive and 
continuous effort for the progress of the movement, which are 
the characteristic features of trade unionism in the west, are 
lacking in India, and it is to be seen how development shapes 
itself in the near future. 

In the mean while, questions of tremendous importance to 
labour such as legislation in connection with the registration 
and protection of trade unions and provision of compensation to 
workmen are under disoussion and measures to establish a suit¬ 
able machinery for conciliation and arbitration are being 
thought out. As Mr. M ontague, when Secretary of State for In¬ 
dia, in reply to a deputation that waited on him in connection 
with trade union legislation contemplated in this country, said: 
“there is no provision in India for the registration of trade un¬ 
ions ; there is no provision in India for vesting the property of 
trade unions in Trustees with power to sue and'liability to be 


1 According to the Industrial Disputes Committee: 1921-22, nominally 
there were in existence at the time of its inquiry, 18 unions with 79,614 mem¬ 
bers in Bombay, 12 unions with 20,863 members in Ahmedabad and 17 unions 
with 8,264 members in the rest of the Presidency. 
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/«ued in respect thereof; there is no legislation in India for the 
protection of trade unions against oertain aotions of tort or in 
peaoeful picketing.” All these matters have to be provided 
for by effective legislation. Trade unionism and legislation in 
connection with it, have grown steadily is England in the midst 
of severe tidal and trouble and adjustments have been made 
from time to time as they were found necessary. British labour 
legislation will provide a valuable guide in India but it will 
have to be modified in important respects before it can be applied 
to the conditions obtaining here. The problem bristleB with 
legal and practical difficulties, but it has to be faced; and there 
is a consensus of opinion in the oountry that trade union 
legislation calculated to protect and to facilitate the progress 
o f labour, is urgently required . 

Labour strikes and l ookoutfiLhaving now-become a familiar 
feature of the industrial life of the oou ntry, the question 
' fi&tUf&njTTSWSB'irnot possible to compose the differ¬ 
ences between employers and their workmen in an amicable 
manner so as to avoid the waste, the hardship- and the 
bitterness that the struggle always creates. A good deal of 
experience has been gained in this connection in other coun¬ 
tries and the machinery of voluntary and compulsory concilia¬ 
tion and arbitration has been set up with a considerable amount 
of success. Jn 1921, the Gove TP™""* nf Bombay ‘rr kfnii a 
committee, the Industrial Disputes Committee , nn thn rwwn- 
mend at ion of the provincial Legislative Council.- to consider 
and report upon t£ie~*practioability or otherwise of creating 
machinery for the prevention and early settlement of industrial 
disputes. The committee came to the conclusion that in all 
oases of dispute a * Court of Inquiry should be constituted on 
the application of either party, that a oourt of conciliation 
should be constituted only on the application of both parties 
to dispute and that Government should have power to move 
^without the application of either party only when peaoe, order 
land good government are seriously prejudiced. Works com¬ 
mittees have recently been established in some factories with 
a similar object and a few of them are reported to be doing well. 

271. Position and Prospects The outlook,^ lahoxu. 
is distinctly fav o»r*hlft- The olaims of labour to better 
treatment and the national importance of improvement in the 
73 
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the employers have come to ooaoede the necessity of measures 
to organise and proteot labour though they complain that work¬ 
men who have learned to strike and fight for higher wages and 
rights, are not inclined to enhanoe their effioienoy and producti¬ 
vity. Thn niece whioh labour has secured in an international 
organization set up and supported by the leading countries of 
the world and its admission to an international brotherhood 
of workers has r aised its status and arm^fl it with effec tive 
weapons for sa lLinnrnyflmaat. The experience of the west is 
being fully drawn upon to provide lessons for solving in¬ 
dustrial problems in India, and legislative and other measures 
are being taken to safeguard and promote its best interests. 
Labour questions are, likewise being discussed in bodies in 
whioh the workers are avowedly represented. The eeoond 
labour conference was held in 1920 at Genoa and con¬ 
sidered questions regarding the conditions of seamen’s work. 
The Indian Government did not ratify any of the conventions 
but instituted an inquiry into the methods of seamen’s recruit¬ 
ment. The third international oonferenoe was held at Geneva 
in October, 1921 and considered questions mainly regarding 
agricultural labour. The value of the deliberations and resolu¬ 
tions of these oonferenoes to Indian labour will depend not 
only on the advooaoy of its oause before the meetings of that 
body but on the effeot that will be given to the recommenda¬ 
tions made. 

t>f There is no doubt about the fact that the condition of fac¬ 
tory labour is steadily improving as regards wages, housing 
and the general conditions of work and the standard of living. 
It oan not be said that the improvement in real wages is 
satisfactory in all industries or that it is adequate. Where 
organis e d-ca d. e ntW a In w atc hing i t s 1 o w n tat see c ts, 
jg, prog ress, but elsewhere, the workmen do not receiv e their 
£ue. Welfare work is being vigorously oarried in Bombay 
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»nd some other places by institutions like the Sooial Service 
League. Increase i n rani watraa ..T.Himprnvamant: ip ythar 
respects are not. therefore, uniform in all industries and for all 
grades of labour. The following statement shows the position 
for Bombay:— 

Index Numbers showing increase in the cost of living and 
nominal and real wages in Bombay in April, 1928. 


Men. 

Mill Operatives i— 

1914 = 100 

Cost of living 

Nominal 

Wagas. 

Real 

Wages. 

Time workers. 

162 

189 

117 

Piece „ 

Power House and Main¬ 

162 

174 

108 

tenance Staff. 
Miscellaneous. 

162 

183 

113 

Stores and Godowns. 

162 

166 

103 

Ramoshis 

162 

204 

126 

Mill Clerks. 

Women . 

162 

192 

119 

Time Workers. 

162 

159 

99 

Piece „ 

162 

169 

105 

Mill Sweepers. 

Boys and Childrens 

162 

187 

116 

Full time. 

162 

180 

112 

Half „ 

162 

185 

115 


The following is the position in Assam and Calcutta :— 


Average Monthly wage on Assam Tea Plantat ions. 


1913-14 
Rs. A. P 
Men. 5 11 5 

Women. 5 5 9 


1917-18 
- Rs. A. P. 
8 10 6 
7 9 5 


1918-19 
Rs. A. P. 
8 10 11 
8 13 2 


Wages in Calcutta Jute Mills (Per 


1914 

1921 

Rs. 

Rs. 

3*44 

5 

5*6 

9*2 


Week). 


Spinners. 

Weavers. 



CHAPTER XYM. 


Taxation* 


REFERENCES. 

Bastablb : Public Finance; Seligman : Essays in Taxation; Grice* 
National and Local Finance ; Henry Higgs : National Economy ; Nicholson: 
Principles of Political Economy, Vol. Ill; Strachey * India, its Administra¬ 
tion and Progress ; and Finance and Public Works in India ; Leonard Alston*. 
Principles of Indian Taxation ; John Hector : Indian Fiscal Administration ; 
Imperial Gazetteer of India, Vol. Ill ; R. C. Dutt : India under Early British 
Rule, and India in the Victorian age ; Gokhale’s Speeches ; Annual Financial 
Statements ; V. G. Kale : Gokhale and Economic Reforms ; and Indian Ad¬ 
ministration ; S. M. Pagar : The Indian Income Tax ; E. Hilton Young : 
The System of National Finance ; Report of the Welby Commision on Indian 
Expenditure ; Report of the Decentralization Commision ; Report of the Mes- 
ton Committee on Financial Relations ; V. G. Kale : Dawn of Modern Finance 
in India : K. T. Siiah ; Sixty years of Finance. 

272. What is a Tax?: — It now remains to consider 
the claims of the last sharer in the national dividend t viz. the 
State. The part taken by the State in wealth-creation is in¬ 
direct and, in certain exceptional cases, also direct. The State 
is not a parasite which receives an income that it does not earn. 
The services it renders by providing for defence and the main¬ 
tenance of order, the making and enforcing of laws, and for the 
promotion of education and public health, are of very high value; 
and wealth-production would be difficult and inefficient, if not 
impossible, without them. It is the organized community 
whose members contribute to the expenses of government in 
whom its sovereignty is vested; and the latter may also receive 
rents and profits, in its capacity of landlord or industrial orga¬ 
nizer. The methods of revenue have varied from time to time 
and country to country ; and popular control over the expen¬ 
diture of national revenue, depends upon political liberty and 
constitutional rights enjoyed by the people- 
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The right of the ruler to take a share of the income of eaoh 
subject and to levy imposts of various kinds on different forms 
of wealth produced by the people, has alway s been recognized in 
India. A good ruler was expected to levy moderate taxes so 
that they might not press heavily upon his subjects; but their 
range was usually very wide though their individual producti¬ 
vity was unequal, and in the majority of cases, small. The 
ancient law-givers of India lay down what shares the king 
may take and describe the duty the people owe him to pay 
the taxes. The words 4 duty * 4 aid ’ &c. used in England to 
signify the contributions taken by the king .from the people, 
are suggestive in this respect. 1 2 / In pre-British times, cesses 
and fees, as well as direct and incrarect taxes, were well-known 
in India; and they were all levied on a well-defined and 
regulated systemAThe science of finance is a recent growth 
and the principles of taxation have been steadily evolved. 
Principles of equity, faculty or ability or benefit derived 
and equality of sacrifice, have been developed ; and the states¬ 
man is expected to weigh carefully the social, economic and 
political effects of the taxes’he imposes. 

Some of the so-called taxes are merely fees or prices paid 
for specifio services rendered by the State or the public powers. 
In reality there is no idea of a quid pro quo % or of a direct ex¬ 
change of services between Government and people, involved in 
taxation, and their membership of society imposes upon people 
the duty of contributing towards the expenses of the State. A 
tax has been defined as “a compulsory contribution of the 
wealth of a person or body of persons for services rendered by 
the public powers.” 2 An attempt is, of course, made to assess 
the individual's contribution on the basis of the degree of his 
ability to pay, measured by his income, and to exact, as far as 
practicable, an equal amount of sacrifice from all. Taxation is 
also used as an indirect means to promote certain ends which 
apparently lie out of the province of the taxing authority, such 
as correcting the inequalities of wealth-distribution and the 
promotion of healthy consumption. The State normally dete 
mines eaoh year how much it will require for its expenditure, 

1 See Seligman : Essays in Taxation. 

2 Bastable ; Public Finance. 
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and distributes the amount among various forms of taxation. 
In times of emergency it borrows to oover its expenditure that 
can not be met with taxation and secures a part of its revenue 
from its property and industrial and commercial undertakings. 

273* Indigenous Tax»System: —From time immemorial, 
rulers in India have regularly taken from their subjects oontrU 
butions of wealth or services for the maintenance of themselves 
and their governments. The people were made to pay in a- 
variety of ways ; and while the payment of taxes was acknow* 
ledged as a duty in view of the benefits derived from the 
functions performed by the Government, onerous impositions* 
were condemned as tyrannical. cMo^efation of incidence was 
a characteristic feature of a good system of taxation. Manu 
says:—“After due consideration the king shall always fix in 
his realm the duties and taxes in such a manner that both he 
himself and the man who does the work receive (their due) 
reward.” His idea as to the method of tapping the people’s 
wealth, is expressed thus:—“As the leech, the calf and the bee 
take their food little by little, evan so must the king draw 
from his irealm moderate annual taxes.” The importance of 
moderate taxation is brought out in the following :—“Let him 
not cut up his own root (by levying no taxes), nor the root of 
other (men) by excessive greed, for by cutting up his own root 
(or theirs), he makes himself or them wretched.” 1 

The king must himself live in becoming dignity, maintain 
his army and his civil officials to prooteot the people, preserve 
peace and order and promote the well-being of the subjects. 
He, therefore, shared in the wealth produced* by the different 
classes of the population and distributed his demand among 
them according to their occupations and capacity. We find 
from the accounts of ancient king-craft that taxes imposed 
.upon different forms of wealth and different classes of people 
are distinguished and personal services are exacted from 
mechanics and artisans, ^-fiftieth part of the increments of 
cattle and gold and the eighth, sixth or twelth part of crops is\ 
allowed by Manu. Heavier taxes are justified by the excepA 
tional needs of the ruler, e, g. war. Proceeds of regular taxes 


1 Manu, VII 131,132, 133 ; VIII 130, See also the Author’s Dawn of 
Modern Finance in India. 
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are clearly distinguished from the inoome from royal lands, 
forests and other property* Kautilya gives a formidable list 
of the sources of the king's revenue. This system was handed 
down to later periods of Indian history, and Hindu- and Maho- 
medan rulers had a comprehensive system of taxation into 
whose net cultivators, traders, artisans, craftsmen, professional 
men were all oaught; and excise, customs and transit duties 
. were a regular feature of the system. 

The Moguls and the Marathas esse ntially followed the 
same fiSPUl {IFUB ttW Hirer tSlWf SfiSSSSmenls and oo'Ue'oUons were 
animated by^the two-fold principle that the Government must 
draw from the people a sufficient revenue through different 
sources and that fiscal arrangements must be devised in such 
a way that they might not prove oppressive to the tax-payers 
while they allowed none to escape, except those specifically 
exempted. The right of the State to levy taxes upon all olasses 
of people except a few favoured sections of the community, 
was rigorously enforced but exemptions and deductions were 
liberally allowed in cases where the inoidenoe was calculated 
to prove unfair or oppressive. Abul Fazl makes the followiug ob¬ 
servation regarding the connection between national prosperity 
and the fiscal demands of the State :—“But the suooess of these 
operations (corporeal or intellectual labour on the part of 
different ranks of people put forth for recruiting animal 
strength), which tend to the ease and comfort of every condi¬ 
tion of life depends upon the justice of monarohs, and the 
integrity and ability of their ministers, “;for every country 

has something peculiar to itself .So that it behoveth the 

officers of Government, in their respective districts, to attend 
to every oase of those circumstanoes, that the demands of the 
state may be fixed accordingly.’’ 1 

274. Present System of Taxation The Govern¬ 
ment of the East India Oompany suooeeded to this indigenous 
system of taxation above described; but it took the British 
Government more than three generations to evolve order out 
of the chaos whioh prevailed in the finances of the country 
and to correct the abuses whioh had found their way into the 
system. Some of the important taxes were farmed out, and petty 


1 Ayeen Akberi. 
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4Msses were numerous and oppressive. Commodities, notions, 
production, sale, consumption were all taxed and the system 
had oome to be harrassing to the people. /’The British Govern¬ 
ment slowly abandoned the petty exactions and oonoentrated 
upon the bigger souroes of revenue e. g. the land tax. As the 
fiscal arrangements stand at present, the revenue of the Indian 
Government is made up of different elements V (1) inoome from 
its own property, lands, forests, railways leafed out to com¬ 
panies, royalties eto. (2) inoome from its commercial under- 
! takings like railways direotly managed by the State, Canals, 
the Post Office, monopolies of sale, opium &o. and (3) taxation 
proper, viz. contribution levied upon the people (i) direotly, 
like the land tax and the inoome tax and Hi) fiwii— ^tlcrr lilrn 
taxes upon comm odities e. g. customs g g jtfB Q duties and 

uiwn Ac^ duties. In India, 

there have been, far years, two taxing authorities, the Govern¬ 
ment of India and the looal bodies and now the power of 
taxation has been conferred upon the -Provincial Governments 
also. The revenues of the latter have been comparatively 
small and the bulk of the taxation has been imposed by the 
Government of India and its revenues have been supplemented 
by its share in the provincial revenues. The Prjvincial Govern¬ 
ments have recently acquired the power of independent taxa¬ 
tion, and certain sources of revenue have been definitely 
assigned to them so as to be under their complete control. 

(1) One striking feature of the Indian tax system is the 
I comparatively large proportion the land tax used to bear to the 
total State revenue. At one time it was fully one-half of the 
total ; only twenty years ago it was 31 per cent. Now it is 
Wut mt n«nt mth-thfl growth of indpstrien And f.rad a 
and the inorease in the manufacturing and oommercial activi- 
ties of the people, this ra t io has s teadily foolined. and th e 
contribution of the oth^r tftxe p to the national exchequer has 
become very nyjchJ^argo^tj^an it was a few years ago In a 
previous Chapter we have dealt at some length with the subject 
of land and shown that t fee Indian land revenue is a property 
tax or a tax on agricultural incomes, that land in india is not\ 
as is often times supposed, the property of the State, and thatj 
therefore, income derived from it cannot be regarded as rent 
taken from tenants. India is said to be one of the most lightly j 
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E ed countries in the world, and this statement is mainly based 
the assumption that land revenue is a rent. Sir John 
ichey, 1 for instanoe, says :—“ The State in India has, at al 


-times, reserved to itself resouroes which, in other countries 
belong to individuals and which render heavy taxation un - 
necessary. There is oertainly no country in the world posses - 
-sing a oivilized Government in which the public burdens ar i 
so light.” And further>*’ In England taxation supplie i 
five-sixths and in India not much more than one-fourth of thVi 
public income.” 


The last statement does not at all hold good, in any case, in 
reoent financial conditions- It must not be forgotten that the 
Indian system of taxation is the system of a poor and mainly 
agricultural country and that it has not been under the 
oontrol of the Indian people. The land tax was the mainstay 
of all governments in the world before the development of the 
modern extensive and complicated industrial organization. 
Formerly land was the only valuable property and index of 
inoome, that oould be taxed, but now other sources of revenue 
are muoh more important and productive. The economio evolu¬ 
tion which is taking place in India is bound to move in the 
-same direction, and in the future the proceeds of the land tax 
will bear a smaller ratio to the total revenue of Government 
than they do at present. The land tax is now an entirely pro¬ 
vincial source of revenue and will become more and more a 
local tax. 


(2) With the gradual expansion of foreign and internal tradel 
and of large-soale manufactures, on every side, with the exten-\ 
sion and improvement of the means of communication, and with' 
the growth of banking, the inoome-tax, customs and exoise and 
stamp duties as also new taxes like inheritance duties, are sure 
to assume greater importance. Land revenue is a kind of inoome , 
o r.property tax ; in Bengal and north Madras, it is a fixed quanti¬ 
ty ; and other incomes and properties have so far escaped their 
reasonable burden, though license duties and trade taxes have 
&een tried and a low general inoome tax has been in existence 


1 India, its Administration and Progress. 
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for over a generation, (^he Indian tax-system requires re- 
adjustment and radical improvement^The resouroes of the dif~* 
ferent classes of the population must be tapped by a suitable 
method of taxation that will levy a just and fair contribution 
on all. {And the comfort Sir John Strachey administers is no 
comfort at all, because his remark only shows that India is a 
poor country and that its tax-system is unsuited to its needs 
and ohanging conditions.^ 


^(3) Another noteworthy feature is that our customs revenue 
has been, comparatively speaking, small, and the free-trade 
conscience of our Government and the pressure of British 
manufacturers and merchants have been mainly responsible for 
this state of things^ The war ha s proved a poa:a rfui —h ua tler 
which has forced 

and other changes whioh would have taken years to commend 
themselves. Ahjg^ thrill -war ,njecaaaity ,a nd ha s 

remained ftp It is bound to continue 

for the very reasons for which it was long resisted. (4) Finan¬ 
cial centralization and the complete dependence of Provinc ial 
Governments on the convenience, whim and charity of the 
central Government in the matter of taxation and expenditure 
constituted another drawback of the Indian system of finance. 
This defect has now been removed by t he almost compl ete 
separation t B&tTSa s been effeoted between Imperial and Pro¬ 
vincial finance^ Indian finance and taxation havencw^ 
federal in character and scope and must be studied from that 
point of view. Decentralization is the keynote of the Reforms, 
and it is reflected in the financial as well as in other spheres. 
(5) A further weakness of the system lies in the poverty of the 
local bodies whose sources of income are unproductive and in¬ 
elastic and which are, therefore, not able to undertake those 
works of publio utility which characterise the administration 
. of local authorities in western countries. Attention has to be 
fixed upon national, provincial and local finance as distinguish- 
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ed from one another for clearness of understanding; and the* 
system must, likewise, be viewed as a whole in order to attain 
a co-ordinated conception. 


/(6) Lastly, the power of the purse is not in the hands of 
the people and there is no popular control over taxation 
and expenditure except to a limited extent. \ Government, 
therefore, cannot and does not levy taxes which it ought, 
and does not spend those that j&re levied in the manner 
the tax-payers would like them to be spent. ^Xhe con¬ 
stitutional reforms inaugurated by the passing of the Gov¬ 
ernment of India Act, 1919, confer this power of taxation, 
and control over expenditure in the Provinces with reference to 
the ‘transferred* departments, to popularly elected legislatures^ 
and the Government of India remains essentially unresponsible 
in matters financial except for the greater amount of influence 
the Central Legislature can exercise through the new opport¬ 
unities which are provided to it.^The nature, the direction and 
the amount of expenditure have an important bearing upon the 
whole system of taxation; and the latter will not undergo 
satisfactory improvement unless and until national expenditure 
is brought under effective popular control. \ We shall bring out 
these points in the course of the present Chapter and shall 
attempt to show how financial reform of a comprehensive 
character is an urgent need in India in the interests of the 
welfare of the people. 


275. Financial Statistics: —Important changes were* 
effected in the Indian system of taxation as a result of the 
stress of war conditions; and the expenditure and the revenue 
of the country have expanded by long strides. Again, the 
budget of the Central Government no longer includes provincial 
figures. We give below a comparative statement of the revenue 
and expenditure oharged to revenue, of the Government of 
India, in India and in England, for the last pre-war year and 
the current year. 
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REVENUE. 



1913-14 

1922-23 

(budget.) 



£ 

Rs. 

Principal Heads • 




Land Revenue 

... 

2!, 39U76- 


Opium 


1,614,878 

3,09,30,000 

Salt 

... 

3,415,305 

6,86,03,000 

Stamps 

• •• 

5,318,293 


Excise 


8,894,300 


Customs 

• « • 

7,558,220 

45.41.84.000 

Taxes on Income 



- .22,11,39,000. 

Other heads 


5,496,176 ' 

2,35,85,000 

Total Principal Heads 

••• 

53,728,746 

79,84,41,000 

Interest 


1,352,119 

84,31,000 

Posts and Telegraphs 


3,598,519 

1,75,28,000 

Mint Exchange &c. 


339,841 

3,22,31,000 

Receipts by Civil Departments 

... 

1,408,286 

86,49,000 

Miscellaneous 


772,579 

66,11,000 

Railways : Net Receipts 


17,625,634 

31,10,94,000 

Irrigation 


4,713,159 

| 

7,22,000 

Other Public Works 


298,640 

10,92,000 

Military Receipts 

...| 

1,369.652 

5,54,14,000 

Contributions & Assignments to tho 
Central Government by Provincial 
Governments 


9,20,65,000 

Total Revenue 

• •• 

85,207,175 

1,33,21,78,000 

Deficit 

••• 


9,16,28,000 


1 Includes £ 1,950,250 on account of Income-tax. 
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EXPENDITURE. 



1913-14 

1922-23 


£ 

Rs. 

Direct Demands on Revenue 

9,274,597 

5,53,32,000 

Interest 

1,515,653 

15,20,09,000- 

Posts and Telegraphs ... 

3,272,984 

97,32,000 

Mint, Currency and Exchange 

132,630 

10,81,72^000 

Salavies and Expenses of Civil Depts. ... 

17,934,199 

_9,74 t 06,p00 

Miscellaneous Civil Charges 

5,403,804 

4,05,91,000* 

Famine Relief and Insurauce ... 

1,000,000 


Railways ; Interest and Miscellaneous 
Charges. ... 

12,836,137 

2^5,98,53,000 

Irrigation 

3,531,867 

11,91,000 

Other Public Works 

7,010,038 

1,61,49,000 

Military Services 

21,265,765 

67,72,14,000 

Miscellaneous Adjustments between the 
Central and Provincial Governments ... 


63,29,000 

Total Expenditure ... 

83,177,638 


Add :— 



Provincial Surpluses 

325,692 


Deduct:— 



Provincial Deficits ...| 

608,578 


Total Expenditure Charged to 
Revenue 

82,894,752 

1,42,39.06,000 

Surplus ... 



Total ... 

85,207,175 

142,39,06,000. 
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The following table'will show the growth of revenue and 
expenditure during the past forty five years ■ 


Year. 

Gross Revenue. 

Expenditure. 

Surplus (+) 
or 

Deficit ( - ) 

i 

£ 

£ 

£ 

1875-76 

51,019,140 

49,013,871 

d-1,668,945 

1880-81 

50,228,038 

52,648,968 

- 2,420,930 

1885-86 

48,105,356 

49,973,174 

-1,867,818 

1890-91 

54,444,668 

51,985,887 

+ 2,458,781 

1895-96 

59,395,326 

58,372,660 

+ 1,022,666 

1900-01 

66,806,579 

65,139,375 

+ 1,670}204 

1905-06 

70,846,565 

68,754,337 

+ 2,092,228 

1910-11 

80,682,473 

76,746,186 

+ 3,936,287 

1915-16 

84,413,537 

85,602,198 

- 1,188,661 

1920-21* 

(Budget) 

134,252,600 

Rs. 

102,248,000 

Rs. 

+ 2,004,600 

Rs. 

1920-21* 

(Accounts) 

1922-23* 

(Budget) 

116,80,47,592 

149,03,04,979 

- 32,27,59,387 

132,22,78,000 

142,39,06,000 

-9,16,28,000 





276* Barden of Taxation^ —The statistics given in the 
Above statements-must be scrutinized with two important points 
in mind in order that they may yield a fruitful comparison. 
The finances of the Central Government are now separated from 
those of the Provincial Governments; and Rs. 80 to 90 orores 
must be added on the-inoome and expenditure sides in the latest 


1 The figures relating to years up : to 1920-21 include the income and 
•expenditure of the Central and the Provincial Governments taken together. 

2 These figures represent the revenue and expenditure of the Central 
Government as recast for facility of comparison in accordance with the 
present division of subjects between central and Provincial Governments. 

3 These figures relate only to the renenue and expenditure of the Central 
Government. 







BURDEN OP TAXATION. 


591 


figures to give ' an idea of the finances of the country as a whole. 
And secondly, the exchange value of the rupee must be noted. 
Looking to the needs of reform involving additional expen¬ 
diture, one will easily realize that the people oannot grudge 
their Government larger contributions in the form of taxes. 
But two conditions must here be satisfied : (t ) that the existin g 
scale of expenditure should be so scrutinised as to result in all 
possible economy ; and (2) that-expenditure and taxation should 
be subject to the rigid contr ol^ the repre pantativaa.^f.'tiia t~Ax7 
payerip Neither condition is satisfied in India to-day, and the 
statement that the people of India are most lightly taxed, is 
unwarranted. /There is no absolute standard by which to judge 
of the lightness or heaviness of the burden of taxation, and the 
relation between it and the per oapita income of the population, 
must be taken into consideration in judging in this matter. 
That the administration in India is more costly than it need be, 
that the oountry is one of the poorest on the faoe of the earth 
and that the people have little voice in levying and spending 
the taxes, are facts acknowledged by all. Expenditure regarded 
as essential for a nation, governs the amount of taxation and 
therefore the former must be subjected to severe scrutiny. 
Military expenditure in India throws a heavy burden upon 
the oountry compared to its resources; and retrenchment and 
economy in it are urgently and imperatively called for. 

As an effeot of the war, money has lost its purchasing 
power very considerably all the world over, and governments in 
the belligerent countries have had to raise vast sums by way of 
taxation out of the wealth of the population, decreased by 
destruction. A comparison of the incidence of taxation in 
India with that in other countries is not, therefore, likely to 
be particularly helpful. That the amount of taxation per head 
of the population in this oountry is comparatively small 
can not be denied. But the per oapita taxation must be taken 
Along with the per capita inoome of the Indian population, and 
it may be found that the saorifioe borne by the Indian taxpayers 
is not lighter than that made by the citizens of any other coun¬ 
try. It is not the absolute amount but the relative burden that 
4s the true test in this matter. 

Those who seek to make out that India is the most lightly 
taxed oountry in the world beoause it reoeives the blessing of 
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efficient bureaucratic administration for a oheap prioe, attempt 
to prove too muoh. To speak of the lightness of the incidence 
of Indian taxation with admiration or satisfaction, Js like a 
wealthy man’s congratulations to his poor neighbour on the 
latter’s oomparatirely insignificant burden of expenditure. 
We do not complain so muoh of heavy taxation in India} the 
burden of taxation must grow with the growing needs of the 
country. We find fault mainly with the methods of ex penditure, 
rthe costliness of the administration and the inequality of the 
■ p«»Hon^ nt taaetteo In the future, proportionately 

ihore revenue must come out of the pockets of the wealthy than 
now and the expenditure of the State must be economised and 
judiciously laid out. \ ghe haste with which Government raised 
the scales of the salaries of highly paid officials and made many 
appointments of Europeans on the eve of the inauguration of 
constitutional reforms calculated to confer greater political 
power upon Indians, is not reassuring and the new councils 
are handicapped by the huge commitments of Government. Th» 
nf thn Tn/HenianHnn of the hiVhftf Harvices isuoauaing 
bitter heart burnings and has raised supremely important and 
highly delioate issues. No fisoal reform is possible till the cost 
of administration is substantially reduced. Army expenditure 
is the key to the solution of this aspect of the problemA 


277. The Land Tax :—Let us now proceed to examine 
the different souroes of Government’s income and the nature 
of the taxes the people have to pay. Tha lan d tax is now e n¬ 
tirely pro yipnialigod but ie an im nnrt anfc element, in th e tota r 
burden tanntiitn irbi"h the people have to find for the expen¬ 
ses of the administration. Landlords and cultivators must 
certainly contribute, according to their ability, to the revenues 


of the State and unearned increment m us t be mo re he avily 
taxedj but not to count the revenue~ffiey pay as a tax is harcfly 
correct or fair. Enhancement of the land tax has been made 
from time to time and on the theory of State landlordism, 
it did not require legislative sanctions Under the recent 
Reform Act, the revision of land revenue settlements is 
brought under the control of provincial legislatures. ^The land 
tax is erroneously regarded as a rent but is a property tax andl 
is often calculated to aot as a tax upon agricultural income. 
As suoh, it must be regulated by the principles which apply to 
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income end other taxes. If the land tax is avowedly a share 1 
of the net produce of the land, that is of inoome, there is no 
reason why exemption should not be allowed to a minimum as 
in the case of the inoome tax. If a salaried man or a shop¬ 
keeper with an income of say Rs 600 a year, earns exemption 
from the payment of the income tax, the small cultivator may 
claim similar concession in the matter of the land tax. » 

In all countries a land tax is a source of revenue to Govern¬ 
ments. In former times a general property tax-was levied but it 
tended to become a tax on land and bouses; and other forms of 
property e. g. personalty escaped taxation altogether. 'These 
fliorms of property are now almost everywhere brought within the 
^jet of taxation) It is however produce or income rather than 
property that is taxed. Taxes must really be levid upon per¬ 
sons and corporations and not on property, and this is the ac¬ 
cepted principle underlying the inoome taxes of all countries. 
/The State in India has moved in its old grooves all these years 
and has not modified its policy of taxation so as to suit chang- 
ing conditions- We do not wish to suggest that the land 
' tax should be given up; we urge that there should be equality 
and equity in its in cidenc e ta + if "hnnld h . 
a opordln g lto the ability of the tax-paye r. A poll tax or a pro- 
perty tax, is a crude metkod of raising State revenue. 'CfcSSSdL 
the land tax is assessed, in Bombay and Madras, upon each 
acre according to fertility, prioes, general progress in villages 
and other conditions, irrespectively of the ability of the owner 
of the land to pay. Because a certain piece of land is presumed 
to be able to yield a certain amount of produce, therefore, it 
must pay from a sixth to a tenth of that produce to the State. 
Land is taken an as index of the ability of its owner to con¬ 
tribute to the expenses of the State; but his net income is hardly 
considered or taken into account. ^ 

'—-'The result of this is that the land tax may not be aotually 
paid out of income from land, but out of other earnings viz. 
wages. Why should the agricultural labourer,—because the 
cultivator is often nothing more,—be made to pay an inoome 
tax when oraftsmen, artisans, petty shopkeepers and money¬ 
lenders, better oircumstanoed than he, are exempted from it ? 
• Simpl y b ecause land is suppose d to be the property of the stata 
twhTch represents the naMonTTH^Worf^ 

75 
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wari provinces are notoriously uneoonomio and the cultivator 
has to supplement his scanty agricultural income by work 
elsewhere. 1 And yet he must pay the land tax. The indebted¬ 
ness of rayats is heavy and the land tax may often have to be 
paid out of borrowings and not out of agricultural profits actu¬ 
ally realised. While the money-lender may not pay an income 
tax, the cultivator who borrows from him has invariably to 
pay it; and the land tax turns out to be a tax not upon ability 
but on liability. This is a serious defect of a general property 
tax and is present in the Indian land tax, at least in the case 
of poor rayats. The tax has, besides, been levied and raised by 
mere executive action and it has thus offended against most of 
tho i^upprtAnt accepted principles of taxation. Land is an 
object better suited to local than national taxation and may be 
beneficially handed over to local authorities. Sufficient funds 
must, of course, be raised by taxation or otherwise to enable 
the State to perform its beneficent duties towards the people. 
p!ndia is a poor country with agriculture as its predominant in¬ 
dustry. The number of rich people or people who stand much 
within the margin of subsistence, is very small; and, therefore* 
a direct tax like the income tax or a succession duty is not 
ilikely to be very productive. This is the reason why the land 
! tax has occupied such an important place in the tax system of 
this country. It has also the advantage of being an ancient 
and a familiar tax which the people have been paying from 
time immemorial^ A Government situated as the British Gov¬ 
ernment in IntBa^ is, has, for this reason, tenaciously clung to it 
and done its utmost to improve this source of revenue, inde¬ 
pendently of other considerations. 

278* Permanent Settlement :—The permanent settle¬ 
ment of the land tax in Bengal has been the subject of 
prolonged controversy. Objection has been taken to it on the 
ground that it has entailed on the State considerable loss of 
revenue. While the land tax in the other Provinces has 
steadily increased and the State has shared in the prosperity of 
the rayats, it is urged the Jamindars in Bengal whose estates 
have steadily yielded them a higher rent, have their tax 

1. See Dr. Mann’s Life and Labour in a Deccan Village. The number 
of landholders paying Rs. 1 to 5 as assessment in a village is very large and 
Ibe average extent of a holding is between 1 and 2 acres. 
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permanently fixed and have not made their proper contribution 
towards the growing expenses of the State. This is v in the opi¬ 
nion of the critics of the permanent settlement, grave injustice to 
other Provinces whose lands have to bear an increasing burden 
of taxation. Financial autonmy has, of oourse, now weakened 
the force of this argument. The rent received by the Bengal 
Jamindars from their tenants, has increased fourfold, to more 
than Rs. 16 crores but the amount of the land tax they pay 
to Government remains what it was in 1703 viz. a little more 
than Rs. 3 crores* It is, therefore, suggested that the landlords 
“ must either be bought out altogether, or such compensation 
as they may be entitled to be offered to them before any addi¬ 
tional contribution can be demanded.” 1 

The Jamindars are naturally very tenacious of their rights 
and resent, as an unwarranted invasion of them, the mere 
suggestion of a further taxation of land in Bengal. Apart from 
all political and social considerations, the argument that ‘ giany 
of the present holders are bona fide purchasers for value given ; 
that they bought on the faith of the settlement being what it 
professed to be, a settlement in perpetuity ; that any obligations 
which it is sought to throw upon them, having been allowed to 
lie dormant and inoperative, must be regarded as non-existent/ 
is too weighty to be lightly brushed aside, however desirable it 
may be that unearned increment should be taxed and the Ben¬ 
gal Jamindars, like other people, should be made to contribute 
their fair share towards the expenses of the State. And it is 
not easy for the State to devise a workable scheme for buying 
up or compensating the landlords. 


1 “ If, therefore, the finances of the country are to be maintained in a 
state of solvency, either we must impose heavier burdens on the people in 
new and unfamiliar shapes, raise the cost of living to the poor, exact the 
highest contribution which can be levied from the other Provinces with each 
revision of their land assessment—in fine cripple the country^ resources, 
arrest its prosperity and disturb its peace—either we must do this or Bengal 
must pay her fair share of revenue along with the other interests and other 
Provinces, constituting the Empire. As a measu r e of justice as much as of 
necessity, the Bengal settlement must be remodelled, and the fact that the 
conditions—the purposes or intentions—with which or upon which the settle¬ 
ment was made, have not been fulfilled adds increased force to the demand.” 
—Hector : Indian Fiscal Administration. 
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If we take into aooount the oiroumstanoes under whioh the 
Jamindars were confirmed or acknowledged in their position of 
proprietors who were to retain for their trouble only one-tenth 
of the rent collected by them from the cultivators and to pay 
'nine-tenth to the Government, viz. the state of utter confusion 
and waste into which Bengal had fallen, the total failure of all 
previous efforts to bring order out of this chaos, the great 
difficulty the Jamindars experienced in oolleoting and regu¬ 
larly and punctually paying the Jama into the public trea¬ 
sury, the sale of several Jamindaries by auction for default, the 
infinite mutations which have taken place in the estates, the 
frequency with which they have ohanged hands, the measures 
which have been taken to strengthen the position of the tenants, 
—if all these things are carefully considered, the oase of the 
jBengal Jamindars will be pronounced as strong. They cannot, 
(however, reasonably claim exemption from new or additional 
saxes whioh must press with uniform weight upon all classes 
tend with greater rigour upon the wealthy. 

Only four years ago, the Bengal Jamindars succeeded in 
compelling the Government of India to drop their proposal, not 
indeed to assess the income from land to the income-tax but 
to take that income into calculation in assessing the non- 
agrioultural inoome at a higher rate. The opposition to the 
proposal was not reasonable and the Jamindars can not long 
resist the enoroachment of the taxgatherer upon their preserve 
of agricultural ino'une. The Bengal Jamindars were subjected 
to the first regular inoome-tax imposed in 1860 as every land¬ 
holder in India with an income of Rs. 200 and more, had to pay 
that graduated tax besides the ordinary land revenue. The 
permanent settlement oannot be pleaded as a bar against any 
new general tax that may be imposed upon'the incomes of all 
classes of people. The financial position of Bengal under the 
^Reforms, will require readjustment liTTElff" Mtgard and the 
Zamindaks must pay an inoome tax as landlords have to do 
^n Great Britain. 

279. Non-tax Revenue .—The land tax must be remov¬ 
ed from the oategory of souroes of what is called non-tax 
revenu e, the latter consisting mainly of Forests, Opium and 
'Tributes, as also commercial undertakings like Railways, 
Irrigation works, the Post Offioe and Telegraphs &o. There are % 
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besides, several minor items of inoome, which are departmental 
receipts and are in the nature of prioes and fees for ser¬ 
vices directly rendered to the public/^ They are inoluded in 
gross but exoluded from net revenue. (Opium revenue was; 
at one time, considerable and for years went on steadily in¬ 
creasing as the result of a growing foreign demand but owing 
to an agreement with China, it has steadily deolined and will, 
in time, almost vanish altogether^ This is a heavy sacrifice of 
income, and is likely to be regarded as quixotic, but it is cal¬ 
culated, at any rate, to yield satisfaction that India has helped 
a neighbouring nation to put down a degrading vice so rampant 
in China thoughfat the same time, excise and drink revenue 
has gone on merrrTy increasing in this country^ In the midst 
of the ohaotic conditions which have long prevailed in China, 
it is difficult to ascertain what truth there is in the report that 
poppy cultivation and opium manufacture have been resumed 
there. It is a question worthy of serious consideration if it is 
not a little quixotio for India to run to the rescue of a foreign 
country which does not seem to be keen on saving itself, and 
for the British nation to practise altruism through Indian 
opium, at the cost of considerable revenue to the (Government 
here. And all this time, drink revenue in India has remained 
on a high scale ! 

^Forests from a valuable State property of immense possibi¬ 
lities and inoome from them has steadily increased. It will 
continue to expand as forest produots come to be utilised more 
' and more for industrial purposes. The principle that suoh pro¬ 
perties as forests should always be national, is already in opera¬ 
tion in India and the nation is not likely to lose control over 
that important asset. The question of the exploitation of the 
timbers in the Indian forests has recently been muoh discussed; 
and efforts have been made to bring those timbers to the notioe 
of the British publio and to popularise them in England. The 
exhibits of the Government of India at the Empire Timber 
Exhibition of 1920 are stated to have produoed a very favour¬ 
able impression. A strong point has been made of the anomaly 
that imported timbers are used for railway carriages when supe¬ 
rior varieties of wood are available in this country. In itti 
forests India is represented as having a rich gold mine which 
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is not being intelligently worked, and soientifio and oommeroial 
{exploitation of that source of national wealth is being very 
{rightly advocated. 1 The Post Office and Telegraph render great 
jsooial services and their management by the State has proved 
exceptionally useful to the publio. The payments made by the 
public to the Post Office are prices for servioes rendered and 
duties on stamps, oommeroial and judicial, are partly fees, 
prioes and taxes on aots. 

280. Railways: —Indian railways have now beoome 
remunerative and constitute a valuable asset of the country. 
The revenue from them has indeed recently fallen off on 
account of higher working costs and economic depression, an j 
charges for the conveyance of passengers and goods have had 
to be raised. jTor years, they W fllfi TPrT^Ttrr""**"" mmm r ri +? 

S tate and have^ vojyed^a totaUjq^jak 

Since iyu4, tlieyhave, however, been contributing a fairly large 
and increasing quota to the national revenue. The total mil - 
yeage of State-owned railways open on 31st March, 1921, was 
r37,029 and the total capital outlay on the lines? was 558.32 
cprores . The total gross earnings in 1920-21 were 80*99 crores 
and the working expenses, 54*53 crores. The net receipts were 
26*46 crores and the return on capital 4*7 per cent. Besides the 
railways owned by the State, whether worked by itself directly 
or through companies, there are railways owned by companies 
and Indian States. The aggregate mileage including that of 
these railways, is about 49,110 miles. 

The importance of railways for the economic development 
of the country? is undoubted. But railways having long been 
& bjjnrdep,npcm. thfl IjdJLU^ it, a 


1 ‘The railway carriage in which I journeyed here was trimmed with 
American Maple panels. I have also seen in other carriages American walnut, 
Australian Silky Oak and other foreign timbers. What surprises me is that 
for every one of such timbers as these which you purchase from other coun¬ 
tries you possess within your own boundaries infinitely more valuable and 
suitable woods for the purpose which I have not seen in any railway carriage 
and the cost of which even now must be less than a third of those actually 
used in these cases.”—Lecture by Mr. A. Howard before members of th< 
Indian Legislature. 
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unpopula r. We have also shown in the Chapter on the Econo¬ 
mic Revolution whateffeotrailwa ys have prod pgad o p the In* 
digenous indu stries of tndia.. and compared their expansion 
with tne extension'"of irrigation works. Certain oommeroia t 
interests have long pressed-for a large annual railway prog- 
ramme, and a standard of Rs. 18 orores a year was laid dowr 
fonlya few years ago. The necessary extensions and improve 
ments of railways must, of course, be effeoted, but the liabilities 
must not be increased in such a way that they would lead to aT 
d^texioration of the finamc^a l positipn. The Finance Member 
in 1913 had to administer a warning in this oonneotion to his 
critics who wanted to hasten the pace. He said that the rail¬ 
ways must never be allowed to become, even temporarily, a net 
burden on the general tax-payer. “As matters stand, we have 
in our railways a splendid asset. Let us safeguard that asset. 
Any admission of doubtful schemes or failure to count in each 
case the full cost, any disregard of financial considerations, 
will surely lead to deterioration of a most serious character.” 1 2 

In some countries like Prussia, the railways, as in India, 
are State property and they are a large source of revenue. The 
Indian tax-payer having paid for the railways and 
e^lossesT^TlTTsT5uT Sue they should be made a 

permanent source on which reliance may be placed for yielding 
a substantial amount of revenue. The prosperity of the railways 
depends upon the character of the monsoon, and their profits 
have no doubt introduced an element of uncertainty iri Indian 
■Finance. In dian finance used to be called a “gamble 
now it is characterised as a “gamble in railway s.” 3 But if they 
are properly looked after, as Sir G. Wilson suggested, they 
must prove a splendid financial asset. During the period of 
war, repairs and renewals had to be postponed; the gross re¬ 
ceipts were high and the working expenses comparatively low. 
-The inoome to the exchequer was, therefore, Rs. 10 crores a 
year on the average of the five years 1914-15 to 1918-19. The 
^profits declined thereafter and turned into losses. 


1 Sir Guy Fleetwood Wilson introducing the Financial Statement for 

1913-1914. 

2 See D. E. Wacha’a “Railway Fin ?nee and ‘‘Recent Indian Finance. 1 
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281. Railway Policy The bulk of the Indian railways 
have become State property but only a few of them are direotly 
managed by the State, the others being under the management 
pf companies who give the State a fixed share of their profits* 
)Of the 25,000 miles of railways owned by tne State, only 8,000 
fare managed by the State direotly, the remaining 17,000 being 
manaated by companies ; under contracts entered into by the State 
with them. Whether all the State railways may not be profit" 
ably managed by the State, has therefore become a subject of 
keen controversy^ This important question was raised in the 
Supreme Legislative Council by Sir Ibrahim Rahimtoolla in 
1915, who moved that on the expiration of the contract of 
management with the East Indian Railway Company in 1919, 
the management of that railway should be assumed by the 
State. A similar resolution was moved by the Hon’ble. Mr. 
Sarma early in 1918, and as before, opposite views with regard 
to the merits of State management of railways, were maintain* 
ed. The views of the two opposite sides may be found summed 
up in a memorandum on the Bubjeot prepared and published by 
the Railway Board in 1916. The pros and cons involved in the 
controversy relating to railway management will be found 
instructively set forth in the Report of the Indian Railway 
Committee. Jj’rom the point of view of economy and efficient 
management, it is believed, company management is more 
desirable and a vast railway undertaking in the hands of the 
State, is depreoated. In England, America and France, 
railways are private' properties but in Prussia and other 
countries they are the property of the State, being also 
managed by the State. We hold that from the financial as 
well as the eoonomio Itnd the social point of view. State 
management of Indian railways is, on the whole, preferable. 

1 Thin view will he found vigorously maintained in a “Note on State 
ft. Company Management of Railways” written bv Mr. S. C. Ghoso. The 
ease for State management may he summed up in the following two sentences 
taken from Sir Ihrahim’s speech in the Viceroy’s Council:—“ No one disputes 
the fact that the railways should be worked on a commercial basis ; what we 
object to is that they should be worked purely on a commercial basis irrespec¬ 
tive of every other consideration. All we ask is that in working on a com¬ 
mercial basis care should be had to the economic and industrial interests of 
this country.’’ 
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This is also the view of a majority of the members of the 
Railway Committee, 1980-21, who have rejeoted the alternative 
scheme of the minority of managent of railways by companies 
I domiciled in India. 

We need not here enter into the history of railwa y " fln -- 
struotion in India nor into the details of the controversy re¬ 
garding the system of their management. State policy in this 
matter has ohanged from time to time . Railway construction 
was oarried out for years since the initiation of the enterprise 
about 1853, through joint stock companies started in England^ 
under contract with the State. The companies were guaranteed 
interest at 5 per cent, on their oapital outlay and in addition 
half the surplus profits. They were bound to sell their railways 
to the State after 25 years. This guarantee system im posed a 
heavy burden on the revenues of the country and was" dlUUlrti- 
tinued in 1869. From 1870 Government began to borrow for 
railway development by direct State agency and the railways 
constructed during the were operated and 

managed directly by it. But it was found that under this system 
progress was extremely slow. The State had, therefore, ii\Jj&0, 
to fall back upon the old guarante.a.-szatflm only modified so as 
to ensure easier terms for Government. Vigorous efforts have 
since then Teen" made to push construction and to 

attract private capital for the promotion of feeder lines by 
means of tempting terms. 

>3 ^uring the War, cap ital expenditure on railways had $9 b e 
reducedj^Ufofi^^ The 

railway capital expenditure on State-owned lines, open lines 
and lines under construction, amounted to comparatively very 
small sums as may be seen from the following statement ’•— 


Capital Expenditure on State Railways. 



Rs. (crores.) 

1913-14 

18-46 

1915-16 

6*74 

1917-18 

3-79 

1918-19 

6-24 

1919-20 

13-49 

1920-21 

24-08 


On the close of the war financing of railways on a generou >, 
scale was resumed, and the bulk of the capital made available 
76 
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was utilised for making up the arrears of repairs and renewals 
neglected during the war period, ffn consonance with the re¬ 
commendations of the Railway Committee, it has been decided 
to spend out of capital Rs. 150 crores in the course of five years; 
and Rs. 30 crores have been provided in the budget for 1922-23£; 
The echoes of the State versus company management were kept 
alive by the discussion of the immediate future of the East 
Indian and G. I. P. Railways. (jlut the fundamental principles 
that have to be followed in this regard may be stated thus: that 
the railways which are and which will soon be State property, 
must be under State management and, therefore, under the in¬ 
direct control of the peopled that thair remunerative character 
must be scrupulously maintained and that they should be work¬ 
ed in such a way that they will encourage national industries 

! md minister to the convenience of the public. Supposing that 
ail ways are efficiently managed by companies it must be borne 
n mind that they take away annually about a crore of rupees 
ts profits, their boards of management are in London and are 
Lot under the control of public opinion In India and that they 
.re more directly interested in making profit than in looking to 
he convenience and advantage of the Indian people. 

282. Railway Budget : —The view is held by some that 
profits from railways,which by their fluctuation and uncertainty, 
disturb the even course of finance and are not tha proceeds of 
taxation, should not form part of the ordinary current revenue 
of the country, but should be set apart for being laid out on the 
expansion and improvement of railways, so that the annual 
borrowings of capital will be substantially reduced and the 
dependence of railways on annual budgets, will be minimised. 
We are , however, inclined to hold that railway profits which are 
earned not oniy after meeting all charges on account of interest 
on the total amount of capital borrowed for railways but after 
providing for annuity and sinking fund charges as well, are a 
legitimate source of revenue to the State and that the tax-payers 
should not, therefore, be deprived of it. 

Separation of the Railway budget from the general national 
budget has been strongly urged by the Indian Railway Com¬ 
mittee. It is contended that apart from the element of uncer¬ 
tainty introduced into the annual fianciai estimates by the in¬ 
clusion of railway profits therein, the dependence of railway 
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finance on the exigencies of the general budget and the needs of 
the exchequer, impedes the capital programme of railways, in¬ 
terferes with the execution of essential reparis and renewals and 
causes waste and ultimate loss. Tha flcramitfare : 

t fre essence of this reform is ma$ ainftd-in twqJJilngs: (1) the 
oomplete separation of the Railway Budget from the general 
Budget of the country and the reconstruction in a form which 
frees a great commercial business from the trammels of a system 
which assumes that the concern goes out of business on each 
31st of March and recommences de novo on the 1st of April; 
and (2) the emancipation of the railway management from th e 

has passed 

severe strictures ag ainst the inadequ a 
tlie Finance Department for the main^ 

of railways and has condemned its financial methods as 
absolutely unbusiness like^The principle on which the railways 
must be managed is stated by the Committee to be that ‘by the 
time the useful life of an asset or a building has expired its 
full original cost should have been written off out of revenue. 
This has not been the case on the Indian railways. There are 
scores of bridges with girders unfit to carry train loads upto 

modern requirements.Their cost has not been written off. 

They stand in the books at the original figure. The Government 
has formed no replacement reserve. * 

The Committee’s trenchant remarks directed against the 
dilatory and unbusinesslike financial methods of Government, 
will be widely appreciated. \ Xhe Committe e would pay out ofr 
railway earnings only the interest on capital and would make 
no contribution to the national exchequer as a rule. It would 
ask the public to be content with the economic and social bene¬ 
fits railways have conferred and the improvement in State 
revenue they have indirectly brought about. But if railways 
are a business, for whom do they exist? Are not those who 
have paid for them out of taxation for years, to expect any 
profit out of them? For, it must not be forgotten that railways 
have now become remunerative only after having taken, year 
after year, a crore of rupees a year on an average for fifty years; 
and it is but just that the profits should go to relieve the burde:. 
of the tax-payer so far as this can be done without detriment t> 
the position of the railways, which are, after all, a commercial 
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m n Ha pairing. We entirely agree with Sir William Meyer it* 
the views he expressed on the subjeot in reply to Sir Dinsiia 
Waoha who would have the railway surpluses earmarked for 
capital expenditure on the railway nrogrammo.-^8ir William 
aid:—“On the other hand, if you take Sir Dinshaw Waoha's 
metaphor and the people of India as shareholders in railways, 

- ou have got the fact that the shareholder went without any 
dividends for a long time, beoause, as Sir Dinshaw has aptly 
• eminded the Counoil, it was not until after many years that 
he railways began to pay, and the shareholders may quits 
reasonably claim that they should have some reward for their 
past abstinence. Also, as shareholders might olaim in an ordi¬ 
nary business, they might say “ It is all very well for you to pu|j 
part of the profit into improving iW business, but youTmusl 
apply part of it in giving us dividents.” 1 If the railway budged 
is not to be disturbed by the needs of the general budget, whyl 
should the railways not make a fixed annual contribution to the 1 
national exchequer on a soale to be determined say ever^, 
five years ? 

283. Irrigation Works Qne of the most remunera- 
frive an d, from the eoonomio point of view, important commercial 
underlakings of the State, consists of jirigatinnal canals con¬ 
structed fry Government;. Wells and often 

smaller tanks are the property of private individuals, but the 
larger tanks and the big canals are State property. In the in¬ 
terests of the country as a whole, it is necessary" that canals, 
so useful to the agricultural industry, and therefore to the well¬ 
being of the nation, should be the property of the community. 
Irrigation works are not undertaken by the State primarily 
with the object of making a profit. If left to private enter¬ 
prise, they would not be constructed and be properly managed. 
The indirect financial benefit derived by the State from irriga¬ 
tion works, is undoubted. 

“ Financially considered, irrigation works are classed as 
‘major* and ‘minor* the former being $jibdivided into (1) Produc¬ 
tive and (2) Protective works. The most”impd^t&n , I , "i^lglition 
works in India are those classed as 'Productive works* or works 
he capital cost of which has been wholly or mainly provided 
^-—-- 


1 Budget Debate, 8th March, 1918. 





IRRIGATION WORKS. 


605 


"from loan funds in the expectation that they will prove directly 
remunerative and that the net revenue derived from them will 
fully cover all charges for interest within a reasonable time 
after their completion.” * Protective works’ are sanctioned 
for their value in affording protection against famine and are, 
therefore, not expected to be directly remunerative.^ For only a 
fww-tminny votW asa. «Apl* al and revenue aooounts kept . All 
expenditure connected with the construction and maintenance of 
minor works is met from ordinary revenue. It is a long-stand¬ 
ing complaint that the State has not paid as much attention to 
irrigation works as to the railways though the extension of the 
former is equally vitally necessary from the point of view of 
agricultural prosperity. .During the past fifteen 
the pace has been accelerated and many important works have 
been exeouted and are in contemplation, irrigating thousands 
of additional acres. 1 Under the new system of decentralized 
finance, the Provinces are to find funds for irrigation works, 
included in their areas. Large projects are, however, in oon-i 
temptation e. g. Sukkar barrage in Sind and the Sarda canal! 
in the JJ. P- s; and the irrigation programme of the next 15 j 
years, it is calculated, will cost nearly 75 orores of rupees. „ J 
The following table shows the financial position of irriga¬ 
tion works :— ^ 


Productive Works . 

1916-17 

1919-20 

Major Works 

£ 

R 8. 

Capital outlay to end of each yeaf. ... 
Total receipts including land 

37,120,000 

58,36,08,594 

revenue due to irrigation. 

Total expenses, including in¬ 

4,733,000 

8,09,31,311 

terest on debt. 

2,488,000 

4,34,88,395 

Net profit. 

Percentage of net profit to ca¬ 

2,245,000 

3,74,92,916 

pital outlay. 

(y5 _ 

' 

9 74 

Protective Works . 



Capital outlay to end of each year. ... 

6,166,000 

11,12,58,567 

Net loss. 

171,000 

34,49,721 


1 “The total length of main and branch canals and distributories of State 
irrigation Works of all classes in operation during the year 1918-19 was 66,120 
miles which was 644 miles greater than the mileage in operation in 1917-18. 
It is expected that an additional length of 425 miles will have come into 
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284. Customs In other oountries a large amount of 
revenue is raised from oustoms, whether the tariff is a purely 
revenue or a protective tariff. In Indi a, the tariff has all along 
been on a free trade basis , and a small 6 per cent. aa valorem 
impcrt duty, va iied jLOj& ikfp^ 

imposed, the duty on cotton piece goods being only ZVi per cent, 
^counterbalanced by a corresponding excise duty. It was be¬ 
lieved that in a poor country like India, with unlimited un¬ 
developed resources and with abundant raw materials, freedom 
of exchange with foreign countries was a primary need. Sir 
John Strachey observe^ 1 :—“Here then is a country which, 
both from its poverty, the primitive and monotonous condition 
of its industrial life and the peculiar character of its political 
condition, requires from its Government before all things the 
most economical treatment of its resources and, therefore, tho 
greatest possible freedom in its foreign exchanges/* From 
the time of Mr. James Wilson in^lfifiSL* import duties were 
system atically and successively ir.ruced with the above object 
in view. 


Curiously enough, exactly the opposite theory., vra s. p ro- 
/pounded by a successor of Sir John, Sir G. F. Wilson, who 
pointed out in 1911 that in such a country as India we must 
rely, for many years to come, largely upon import duties as an 
important^source ofreyenug, Since Sir Guy’s time, the tax on 
^incomes has been more productive but his proposition is as true 
to-day as it‘ was when he laid it down. Customs duties con¬ 
stitute indirect taxation of a convenient kind which falls upon 
almost all classes of people, particularly the higher and middle 
classes, and has the advantage of being substantially productive. 
Sir G. F. Wilson’s argument has received added strength from 
the financial difficulties of the Exchequer during and after 
the war; and customs have become the predominant source of 
revenue. The tariff has been raised to yield ever-increasing 


operation before the close of the year 1919-20. Tke total culturabie area 
commanded by these canals amounted to nearly 52 million acres of which 
nearly 25 million acres were irrigated in 1918-19 and it is anticipated that 
during the current year the canal-irrigated area will* aggregate 26j^ million 
acres.”—Finance Member’s speech introducing the Financial Statement for 
1920-21. 

1 Financial Statement, 1878. 
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‘amounts to the treasury. That source is scrhandy and easy to 
manipulate. 

We have treated the subject of tariffs at some length 
already 1 and need not go over the ground again. It is sufficient 
to observe that India must depend more in the future on the' 
indirect source of revenue provided by customs duties, import 
and export, if the country is to secure the resources required 
for progressive administration. The necessity of meeting thd 
situation created by the War, forced the hands of Governments 
and in 1916, new import and export duties had to be imposed' 
and the old ones increased. 2 Sugar, jhte, tea and cotton piece i 
goods were the chief articles selected for an increase of dutyand J 
new taxation and it was an eminently wise selection. In 1916-17/ 
the changes in the tariff were calculated to yield an additional 
revenue of £ 2,150,000. One million more was obtained by 
the enhancement of the import duty on cotton goods from 3^* 
to7^per cent, in 1917-38. The rates of the jute duty were 
doubled and were expected to produce £ 500,000 and a 
surcharge, yielding the same amount, was imposed on railway 
goods traffic. Customs yielded £ 5,873,886, in 1915-16; in 1918- 
19, they produced a revenue of £ 12, 120, 641 and in the budget 
for 1920-21, the income wa s taken at £ 17 milli on. Thfe rates ^ 
of impart dutl^ wixi again enhan^ 

the increase being calculated to yield an additional S crores 
of rupees. The general ad valorem duty was raised from 7H t o 


1 See chapter IX above. 

2 “The general tariff rate on imported articles which stood at 5 per cent. 
ad valorem sinco its imposition in 1894, was raised to 74 per cent, with 
effect from March 19l6. In addition to articles grouped under the 74 per 
cent, ad valorem rate are those free of duty, liable to duty at special rates, 
and at per cent. Gold, living animals, raw cotton, wool, cotton machinery 
<frc, are admitted free; special duties are levied on sugar at 10 per cent; on 
silver bullion and coin at 4 annas per oz ; on silver manufactures at 10 pei 
cent; coal 8 annas a ton; arms 20 per cent; cigars and cigarettes 50 pci 

<*ent.;.Iron and steel, railway material &c., are charged at 2£ per cent, ad 

valorem . The duty on cotton goods is now 74 per cent, ad valorem. The export 
duty on raw and manufactured jute stands at Rs. 44 for raw juto per balo 
of 400 lbs, with a special rate of Rs. 14 per bale on cuttings and at Rs. 20 per 
ton for sacking goods and Rs. 32 per ton on he3sions. The export duty on. 
tea is Its. 14 per 100 lbs.”—See Review of the Trade of India for 1916-17. 
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'll per cent, except on matches and articles of luxury which 
were also taxed at higher rates. The latter including motor 
cars, matches, umbrellas &c. had to pay to 20 per cent, instead 
per cent. ty on. sugar went up frnm^liLl9, A^ 

^ent. Wines and liquor imports also came in for an increase. 
The obstinate opposition of the representatives of Lancashire 
in Parliament to an increase in import duties on cotton piece 
goods from 3* to 7^ per cent, unaccompanied by a correspond¬ 
ing increase in the excise duty, the Secretary of State’s defence 
of the policy of Government and the attitude of the Liberal 
and Conservative parties in the matter, proved eminently ins¬ 
tructive. The further increase to 11 per cent, was defended on 
the ground of desperate necessity. 1 

In the absence of suitable direct sources of revenue, customs 
duties have to be levied on a considerable scale. In imposing 
these duties, care has to be taken that they will not press hard 
upon the consumer and give an undue advantage to particular 
Interests, import duties, it is said, make articles dear to the 
consumer; out if he is to be taxed, as he has to be, it is better 
to make him pay in this indirect manner.N Lancashire and 
other free traders sympathise with the Indifan consumer ; but 
it is only the consumer of fine English fabrics and other 
foreign articles that will benefit by a policy of free imports. If 
other taxes are levied or increased, the ordinary consumer will 
Jpe hit much harder and even his food will become dearer. 
Poorer classes in India are content with oountry-mad 9 goods 
^and they will not be affected by customs duties as they will 
certainly be if salt and land, for instanca, are more heavily 
taxed. Promotion of indigenous industries} is comparatively a 
secondary consideration when we are deafmg with finance, but 
it is one which cannot be altogether ignored. As Mr. Austen 
Chamberlain, the then Secretary of State for India, pointed 
out to Lancashire manufactures when they protested against 
the enhancement of the import duty on cotton pieoe goods, 
they want a free market in India as a protective measure and 
similar protection may be claimed by other interests. Prefer- 


1 At present our tariff is purely a revenue producing tariff which, - 
whatever may be its effects here and there on any partioular trade, is admit 
tcdly not devised with any object other than that of revenue.”—-Finance 
Member’s speech in introducing tbe Budget for 1921-22. 
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ential duties are advooated on the above ground by British 
tariff reformers and it is urged that the Indian tariff must be 
framed on the same prinoiple. A duty of 15 per oentA 
levied on the exports of hides and skins with a rebate of 10] 
per oent. in the oase of Empire purohasers,—quite a protective! 
measure, —was likewise oaloulated to mark the acceptance by 
India of the principle of Imperial preference introduced into 
the British budget by the Chanoellor of the Exchequer, Mr. A. 
Chamberlain. Mr. Montague met the oomplaint of Lancashire; 
against increased duties on piece goods imports by pointing to| 
the fiscal autonomy whioh the British ^Parliament itself had 
conferred on the Government of India. 

285. Recent Increase .*—* The eoonomio depression 
which has overtaken India along with other countries, in the 
plaoe of the industrial and commercial prosperity whioh were 
anticipated on the close of the war, has been the cause of 
serious financial trouble. The revenue has not come up fo the * 
expected level while the expenditure has remained at a high 
pitoh. Deficit has, therefore, succeeded deficit, and revenue 
has fallen short of the expenditure by no less an amount than 
90 crores of rupees in four years. These gaps have been filled 
with borrowings in various shapes when they could not be 
covered with additions made to taxation^ Rs. 19 orores of new 
i taxation were added in the budget of 1921-22—a reoord addition 
for a single year and yet-Government was confronted with a 
still larger deficit of 34 orores in the next year. The financial 
position was almost, desperate, and in spite of another big 
addition to taxation, a considerable portion of the* defioit had 
jjto be left uncovered. 

“ The burden whioh the oountry is now invited to shoul¬ 
der," said the Finanoe Member, in introducing the financial 
statement for 1922-23, "1 b a heavy one ; we have done our best to 
distribute it as equitably as possible and to see that all olasses 
of the community shall contribute, each according to its 
eapaoity." The first souroe to which the Finance Member 
turned, was the customs, and observed r—' 1 The vast majority of 
oustomB duties necessarily fall upon the consumer, and the 
general oharaoter of the proposals:,whioh I am about to mention 
is, therefore, that of a tax on consumption." He proposed to 
raise to 15 per oent. the import duty on all artioles assessed 
77 
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at the time to 11 per oent. To oounteraot the effeot of this incr¬ 
ease on imported eotton piece goods, it was proposed to raise 
the ootton exoise from per-cent. to 7 per cent. Indian public 
opinion being particularly touojjy on the question of the ootton 
excise, as a kind of compromise, both the increases were ulti¬ 
mately dropped. 

One argument against the Increase was that it would raise 
the prioes of doth and that it would be felt as a hardship 
by the poorer classes. And this plea ultimately prevailed. 
/A large number of articles such as, sugar, kerosene, motor¬ 


cars, a lcoh&fiUlai^^ 
crease, the last being taxed at 30 per oent. instead of at 20 per 
o^ nl asi before . It was proposed to inorease the salt duty from Rs. 
/1-4 to Rs. 2-8 per maund, but this increase was successfully res- 
I istedb y the legislature awferas droyoecL. It will be seen from the 
1 aSSv^aocount how i^MBS^^Bon t axes have increased of late, 
and how^oTK'fux'uftjS^l^pJtWHSMSes. th^former in particular, 
have been subjeoted ^^^j^ fauiiosts. The inore *H« whinh 
been made in on oonsnaaptigp 


though it may hftjgH 
ceived from theaMpl 
been Imposed inffijj w 
tion as it added tolsM 
been absorbed by the 


Iftied’ on - -coxmujoptipp 
fcjfcrr a useful service re- 
ppway goods traffic had 
HTto a tax on oonsump- 
Cies. That tax has now 


been absorbed by theja^wSy rates themselves which have been 
raised in all directiopi^The eost of living has been consider¬ 
ably enhanced by- the ihoreased payment the people have to 
make to the national treasury. Having the same problem to 
solve, the Provincial Governments have been imposing addi¬ 
tional taxation within the limits allowed to them. 

286* Excise and Salt:— Another indirect tax and a 
tax on consumption, is the exoise and this revenue la derived 


This growth is naturally re¬ 
garded with grave anxiety as drink is one of the dead¬ 
liest of evils from whioh society may suffer. It is, how- 

the aiaiaa rflTannL« 

in reoent years is due mainly to higher rates of duty and 
str icter exoise control, a nd does not indloate a corresponding 
increase in consumplion, although some inorease has ocourred 
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through the expansion of population and the greater prosperity 
/of oertain olasses. It Is unfortunate that the prosperity of 
'the people should be associated with the growing consumption 
of liquor in a country like India where drinking has been con¬ 
demned as a sin and a moral offenoe by religion and public 
opinion. Excise duties are imposed upon intoxio ating liquoi 
and drugB f nrTiffnfi 11 
and consumption as well as for raising a revenue. Lioenses t 
manufacture and sell are sold by auction or fees are levied an 
revenue from this source has fast increased, being now 
it^aajvs^j3at.hea.d.9ilhe.gopulati°n. 


morel 

4 


An interesting disoussion took place on this question a 
few years ago in the Viceroy’s Counoil in the course of which 
Government was asked to lay down a definite policy for dis¬ 
couraging the consumption of liquors, but the proposal was 
not aocepted. Excise is a provincial subjeot under the re - 
formed constitution, and the agitation in favour of ' prohibi- 
tion 1 has, of late, been vigorous. Revenue considerations 
must certainly be subordinated to the promotion of the physi¬ 
cal and moral well being of the people. When the U. S. A* 
recently resolved to go 4 dry* and other countries made up their 
minds to follow suit, hope was roused in the minds of Indian 
reformers who thought that the prohibition movement could be 
successfully carried on in this country. But the needs of 
social reform and the requirements of the exchequer are not 
«asy to reconcile. The * responsible * portion of the Govern¬ 
ments in the Provinces who now control the excise, realize that 
it is a revenue which cannot be dispensed with. And the effec¬ 
tive promotion of temperance with a steady approach towards 
total prohibition, appears to be the only feasible course. A 
(steady reduction in the supply of liquor with a view to the 
(ultimate extinction of drink revenue in a few years, in a princi¬ 
ple that has found sorpe favour in Bombay. 

^The salt duty is another indirect and consumption tax 
which falls upon and is felt mainly by the poorer classes^ It 
has ever been a favourite source of revenue with Government 
which controls the supply of salt by manufacturing it itself and 
by taxing private manufacture and imports- It is one of the 
^oldest taxes and the duty is levied on all salt imported into and 
manufactured in India. It is the only tax, it is said, which 
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reaches the masses and is a minute contribution made by themi 
jto the public treasury. In 1882 the rate of the duty was made* 
uniform throughout the country at Bs. 2 per maund and was* 
raised, six years later, to 2\£ rupees. Salt is a necessary of 
life in India, and a duty on such an article ought to be light if 
it cannot be dispensed with altogetherA Only in cases of 
extreme necessity should the article be^mibjected to a duty. 
SUnaa TQ OS on the p e rsistent exho rtation of the late Mr. Gokhale, 
the tax has been s teadily r educed ^n3^Tr'“sfoo<5nRe!' 1 pdr 
maun d; but it was reoently increased on account of the 
pressure of war conditions. In 1916, the duty was raised from 
j Be. 1 to Be. 1*4 par maund and the increased rate was calculat¬ 
ed to yield about £ 500,000 of additional revenue. 

The facility with which the tax can be increased without 
[trouble and change in the machinery of collection, is a tempta¬ 
tion, which has, however, to be resisted. The fact that even a 
small reduction in the salt tax, has immediately led to an 
increase in consumption, shows the importance of this neces- 
Isary of life to the poorer classes. The salt tax is regarded as a 
preserve of financial power to be drawn upon in times of need, 
Jknd resembles, in this respect, the English income tax or the 
En^landj}efore it was allowed to be redeemed. It 
is also supposed to be the only tax that reaches the poorer 
classes in the country who must be expected to make their own 
contribution to the expenses of the State. The average a nnual 
salt consumption in India is estimated at abour 5 croreaT of 
Maunds ; and the revenue of Government therefrom consists 
partly of a customs duty on imports and partly of an excise on 
local manufacture. The duty is uniform in the two case^ In 
proposing to double the duty, the finance Member said •—" The 
present consumption of salt in India works out at about 6 seers 
per head of population. The increase of Be. 1-4-0 per maund 
will, therefore, represent 3 annas per head per annum, or letps 
say, 12 annas per annum for each household of four. * It 
cannot surely be maintained that this will be felt appreciably 
by even the poorest classes. The extra revenue is estimated 
at 5 orores a year." The increase was obviously intended as 
much to reconcile the wealthy classes to their new ^burden as 
to secure a substantial accession to revenue. 
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287. Income Tax :-^The Indian income tax has not 
sbeen very productive and yielcBd only about Rs. 3 ororesayear, 
until the rate was enhanoed in 1916 on a graduated scale on in¬ 
comes of and above Rs. 5,000. This is due to the faot that the people, 
taken as a whole, are poor and the number of those who oan be 
assessed is smalh^esides, this inoome from land is exempted from 
this tax, as it has already to bear the burden of the land tax. 
Then, again, those who would be subjected to a well-designed 
inoome tax bringing : . into its net the Iwealthy upper middle, 
trading and the professional classes ancrmaking them pay their 
due share, are influential people and oan resist the imposition 
of such a tax on one ground or another\ Sir John Straohey 
said :—" There is no oountry where a tax upon inoome is more 
just than in India, but there has been difficulty in imposing 
and maintaining it because it has been opposed by the riohest 
and most powerful classes, who alone, can make their voices 
heard. It has long been a reproach to our administration that 
they have borne no fair proportion of the public burden.” 1 The 
experience of all countries shows the tendency of wealthy and 
influential classes to resist direct taxes and of democracy to 
favour them as against taxes on neoessaries. 


\The income tax in India has a long and ohequered history*. 
Under the rule of the indigenous powers, a tax on trades and 
professions was very oommon. ^The Visabadi, tax levied in the 
Ceded Districts of Madras, was assessed even under British rule, 
in the aggregate on the principle of 10 per cent, on the profits 
of trade. The “Mohturfa" was similarly levied under indigenous 
rulers on the profits of persons exercising manual arts and pro¬ 
fessions. The Sepoy Mutiny had led to a financial crisis and 
the situation was not unlike what it has been since the close of 
the War. A graduated license duty on trades and professions 
was proposed in the form of a bill before the Indian Legislative 
Counoil on 13th August, 1859 and the rates of the tax ranged 
between Rs, 2 and Rs. 2,000 annually. 2 In view of the appoint¬ 
ment of Mr. James Wilson to be the first Finance Member of 
India, the progress of the bill was suspended, and Mr. Wilson 


1 India, its Administration and Progress. 

2 See the Author’s 44 Dawn of Modern Finance in India, forjin account 
-of the first introduction of the tax.” 
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introduced an income tax on the English model. The tax was 
to fall on all incomes above Rs. 200 a year, all incomes between 
that figure and Rs. 500 paying at the rate of 2 per cent, and in¬ 
comes above Rs. 500 being assessed at 4 per cent. Incomes 
were divided into four classes: (1) derived from real property, 
(2) from trades and professions, (3) from the public funds, and 
(4) incomes from publio salaries. Agricultural incomes e. g . 
those of Jamindars, were not to be exempted. The tax, however, 
proved unworkable and unproductiv e and a license duty on 
trades and professions was proposed partly to supplement it. 
The latter was, however, still—born. These taxes, which had 
to be collected in very small amounts from a large number of 
assesses were harrassing without being productive, had soon to 
be abandoned. The old system of taxes on trades and profes¬ 
sions was well suited to the simple and elastic form of govern¬ 
ment and administration that prevailed in those days ; it could 
not be fitted into the rigid and complex British machinery of 
government. 

The income tax was repealed after it had;been in operation 
for five years and was replaced by a License Tax which was 
the income tax in an improved form in 1867. It was, however, 
repealed next year and was substituted by the 4 Certificate 
Tax 9 , which was similar to the License Tax. It met with strong 
opposition from the wealthy classes and had to make room for 
the Income Tax of 1859. It remained in operation for four 
|years and in 1873, the income tax was totally abolished Provin¬ 
cial License Taxes were levied after 1876 and the Imperial 
Government passed a License Act in 1880. Before the present 
income tax was first imposed in 1886, there had thus been in 
existypqp {fra license ta x on professions and industries^ The 
financial diffic ulti es^^^H^at^yeaF~compelled ~Government to 
devise new schemes of taxation. Import duties and a higher 
tax upon salt were not to be thought of, and Government 
turned to the income tax as the only resource left to it... 
How s trong was the opposition of powerf ul classes to an 
inoome tar, may t^ Colvin made 

in the Viceregal Council on 4th January, 1886, in introducing 
the License Tax Amendment Bill. He said :—“The financial 


1 Gokhale and Economic Reforms, Pages 14—15. 


INOOMB TAX. 


615 


history of the last 25 years is strewn with the skeletons of 
discussions ondireot taxation and more than one of my predeces¬ 
sors is gibetted on that dismal golgotha for the part -whloh he 
took in connection with it...the classes in this oountry who 
derive the greatest security and benefit from the British Govern¬ 
ment are those who contribute the least towards it...I know 
that what I have said as to the immunity of the middle and 
upper classes from their due share of the public burdens is as 
a twioe-told tale vexing the dull ears of a drowsy man; but it is 
nevertheless a grievous blot on our Indian administration which 
urgently calls for removal and which I believe, with patience, 
prudence and exeroise of a little fortitude must and will 
be removed. 

‘—"When the Hon’ble Mr. Dadabhoy moved a resolution in the 
Viceroy’s Council in 1912, recommending that the minimum of 
income assessable to the income tax be raised from Bs. 1,000 
to Bs. 1,500 a year (the original limit of Bs. 500 had been rais¬ 
ed to Bs. 1,000 in 1903 in Lord Curzon’s time when the treasury 
was overflowing with surpluses), Mr. Gokhale laid down the 
following sound maxim :—"The State has to look at the whole 
scheme of taxation, first from the standpoint of its own 
necessities, and secondly, from the standpoint of the compara¬ 
tive ability of the different olasses to pay their particular 
share of the total revenue raised from the community. Now, 
judged by this standard, I really do not think that the class 
for which my Hon’ble friend seeks a remission, has any 
substantial grievance." 

^tinder the stress of war conditions, Government not only 
introduced the principle of progressive taxation into its in¬ 
come tax, but also imposed a super tax, in addition, on all 
incomes-in excess of Bs. 50,000 per annum, on a graduated 
soale, an excess profit tax coming as a temporary war measure 
to enable the State tp share in the huge profits made by a 
small seotion of the community out of the exceptional condi¬ 
tions of war time. In the budget for 1916-17, when at last the 
tax on incomes was increased, all existing exemptions were 
left untouohed and no alteration was made in the taxation of 


1 Proceedings of the Supreme Legist itive C mnei'., 1886. 
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incomes of less than Rs. 5,000 per annum. On the principle of 
graduation, the following rates were fixed for higher in* 
comes 

From Rs. 5,000 to Rs. 9,999...6 pies in the Re. or 7£ d. per fi. 

From Rb. 10,000 to Rb. 24,999...9 pie» in the Re. or 15$ d. per £. 

From Rb. 25,000 and upwards...! anna in the Re. or Is. 3d. in the £. 


This increased taxation was calculated to yield £ 900,000. 

»l The super tax came in 1917 and began in respect of in¬ 
comes exceeding Rs. 50,000 and was to be levied in an ascend¬ 
ing scale as shown below :— 

For every rupee of the first Rb. 50,000 of the exceBS, e. e • between Rs. 

50,000 and 1 lakh, 1 Anna per rupee. 

For every rupee of the next 50,000 of the excess, e. e . between 1 lakh 
and 1£ lakhs, l£ Annas per rupee. 

For every rupee of the next Rs. 50,000 of the excess, 2 annas per rupee. 
For every rupee of the next Rs. 50,000 of the excess, 2$ Annas per 
i rupee. 

For every rupee of the remainder of the excess, i m e. on everything 
above Rs. 2£ lakhs, 3 Annas per rupee. 


/ In 1921 the rate of the super tax on Rs. 3 to lakhs was 
raised to 42 pies per rupee and to As. 4 for any exoess over 
Rs. 3J^ lakhs. The income tax rates for the higher incomes 
were similarly raised. A further rise was effected in 1922. The 
rate on incomes between Rs. 30,000 and 40,000 was raised from 
14 to 15 pies and on incomes above Rs. 40,000 from 16 to 18 
pies. The higher rates of the super tax were likewise regraded 
.and the highest rate was enhanced from 4 to 6 annas. The 
{earlier increases were, of course, regarded as special war 
measures, but the new principle had come to stay. With in¬ 
creasing demands upon the Exchequer, those who are in a 
position to pay, ought to be made to make a contribution to 
the expenditure of the State, proportionate to their means. If 
relief is to be granted, it must be granted to petty, resourceless 
land-holders whose agricultural incomes are taxed through land 
revenue and to the middle and the lower classes of consumers. 
Larger incomes, from whatever source they come, agriculture, 
industry or trade, have to make their reasonable contribution. 
The foqpmft \ n nnw fljpabodisd vat h * 
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-annual Finance Bill, and the rates of assessment are varied 
annually acc ording to the needs of the ft^ chaquAiv The Indian 
tax has, therefore, assumed the form of the British income 
tax. The consolidation and improvement of the legislation 
connected with it carried out in 1922, is calculated to enhance 
the productiveness of the tax. 

288« -Directions of Reform :—We cannot dissociate the 
^problem of taxation from questions relating to expenditure, the 
machinery of finance and control of financial administration. It 
'has to be first (1) noted that the administration in India is too 
costly for the poor country, and wherever possible, expenditure 
must be reduced, especially by substituting Indian agency in 
the.jplagft. of European. Progress and reform undoubtedly 
mean greater expenditure and India, poor as she is, must pay 
the proper price for the advantage of the western methods of 
administration. But the machinery of Government is more 
expensive in several parts than it need be and expenditure may 
be conveniently cut down on many items* Certain ideas of 
efficiency which dominate the administration at the present 
moment, must be revised and the spirit of economy must be in¬ 
fused into the administration. Tb* Q task ^ ma Kq£1 11 —v 

liarly difficult by the enhanced scales of salaries of Government 
servants which have been recently adopted, especially in the 
higher ranks, in view of the great rise in the cost of living caused 
by the consequences of the war. Military expenditure requires 
the most serious scrutiny. A community will indeed grudge 
money for defence at its peril. But there must be a reasonable 
proportion between the national capacity to earn and pay and 
the military expenditure. 

(2) Even when this economy is introduced? the country will 
certainly have to face a steadily growing expenditure urgently 
required to promote social and economic reforms. The ques¬ 
tion of mass education alone will require crores of rupees an¬ 
nually and that reform has been put off from time to 
time on the plea of want of funds. h will be a delusion 
to suppose that with a reformed and popular Government, ex* 
penditure will decline. If anything, it will increase. The 
outlay of funds on education, industries, public works and 
sanitation will, however, return to the people a hundred-fold in 
increased prosperity and improved well-being. (3) This will 
{necessitate additional taxation if the natural growth of revenue 
78 
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combined with economy, docs not yield enough funds. (4) The- 
chief sources of revenue will have to be customs,—import and 
export duties,—heavier taxes upon larger incomes and inheri¬ 
tance duties. 

Efforts are already being made to improve the machinery 
and yield of the inoome tax, and its productivity has recently* 
increased to a material extent. Though a poor country, India 
will have to'develop a universal inoome tax, with suitable ex¬ 
emptions and deductions and a duty on inheritances. The 
reformed legislature will be a fit body to undertake the radical 
measure and the financial autonomy granted to Provinces, will 
greatly facilitate the task of bringing about the proposed fisoal 
changes. Taxe s o n luxuries will bn aJh nnnful Bonr oa . o f, . rft¥fl , Tm e 
to the Government of India, while the’Governments of the Pro¬ 
vinces should- be left to improve the taxes on inoomes and 
property. 1 ^Increased revenue may also be expected from the ex- 
listing tafes which will steadily beoome more productive and 
(also fro m the commercial \md nrtalriri K n o£ the State. (5) Imposi¬ 
tion of taxes and expenditure of revenue must be brought more 
under popular control so that Government may not have 
difficulty in facing popular prejudice and opposition which the 
bureauoracy has to enoounter under existing conditions. 

(6) Audil.win.hare. in ha independe nt and more stri ct. Even 
in England, in spite of an independent Auditor-General and a 
standing oommittee of Parliament to keep a watch on and 
control expenditure, there is a demand that a more effective 
cheok should be devised. Tn Tndia such control does not exis t 
and the proposal was made before the Welby Commission and 
repeated recently by Sir DInsha Wacha in the Supreme 
Council that an audit machinery like that in England should 
be set up here. But Government is thoroughly content with 
things as they are and says that though the system is not 
perfect, it is quite effective. (7 ] The decentralization of finance 
and the power of independent taxation whioh has uow UMii 
conferred upon Provincial Governments, must be vigorously 
exploited with a view to financial development. And (8) the 1 
resources of local bodies must be increased by taxation and 
larger assignments or grants-in-aid, so that more may be spent 
on the promotion of village sanitation, public works'medical 
relief and education. 
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0 1tS9. Financial Decentralization. — The Government 
of India was, for generations, wedded to the system of centrali¬ 
zation, and its rigid oontrol over the provinoes has been slowly 
and almost reluctantly relaxed in favour of looal Governments; 
but the introduction of responsible government in the provinces^ 
under the scheme of constitutional reforms, required tha 
complete separation of the sources of revenue of the two Govern¬ 
ments and the substitution for assignments of Imperial revenue 
to Provincial Governments contributions from the latter, if 
necessary, to the exchequer of the Central Governments 
Though the provincial Governments in India did not occupy 
the same position as the constituent states of federated nations 
like the U. S. A., the progress of this country was not calmilafri 
ed to be rapid unless financial independence was granted to the 
Provinces. Government of India’s policy had always beenl 
and it was more marked before Lord Mayo’s reform of 1871, to’ 
regard its exchequer as the one national exchequer of India and 
to treat Provincial Governments as subordinate authorities 
who were to collect and spend funds that were to be assigned 
to them. For the past fifty years, a slow development has taken 
place in the direction of provincial decentralization. But Pro¬ 
vincial Governments could neither tax nor raise loans indepen¬ 
dently. In the place of fixed lump assignments, they were given 
shares in certain growing sources of revenue, but they had 
little interest in improving their sources of revenue and in 
practising strict economy so long as they were under the rigid 
control of the Government of India. 


^•-This state of things had to make room for a system under 
which Provincial Govenments had independent sources of 
revenue and there were no divided heads as under the traditional 
arrangements. For instance, customs, railways, the post office, 
salt and opium could be entirely Imperial, while land revenue, 
exoise, stamps, income tax and forests should be wholly pro¬ 
vincial. Military, naval and other charges must be borne by 
Imperial revenues and the Provinces must make contributions 
to them on certain fixed prinoiplces if the resources of the 
Central Government proved inadequate. This reform was 
suggested several years ago, but we move very slowly in thia 
country. The grant of fiscal autonomy to the Provinces and the 
readjustment of the financial relations between the Central and 
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Provincial Governments could not? however, be long delayed, 
and became inevitable. As Provincial Governments were given 
greater powers and the ProvinoialjLegislatures a larger measure 
of control, the relations between the Governments and the 
people became closer, decentralised finance and provincial 
taxation became imperatively necessary. 

290. Local Finance:— The financial position of munici¬ 
palities and local bodies also needs strengthening. They must 
be given growing sources of revenue and greater control over 
their own affairs. They will also have to increase their revenue 
by new taxes, additional rates and otherwise, if they are to 
discharge their functions efficiently. Ip *h»~total 

income of all local authorities, district local boards, munici¬ 
palities, cantonment committees, port trusts &o., was about Rs. 
Sli2TjSSE®i. Of this, the revenue of the district local boards 
was Rs.7,68,93,890 and that of the Municipalities, Rs.8,73,45,W8. 
There is a steady tendency towards increase *in these figures; 
and the incidence of municipal taxation has considerably risen 
everywhere. Municipalities raise revenue by imposing octroi 
duties and house and water taxes ; the local boards have the 
land revenue cess and there are other sources of income which 
are not very productive and elastio. The needs of sanitation, 
improved water supply and communications, medical aid &c. t 
, are very urgent and the well-being of the mass of the population 
tdepends^on what may be spent on these reforms. 

This local finance is very important in other countries 
^and the position in India in that connection is unsatis¬ 
factory. Mr. Gokhale most successfully brought out this 
contrast in a speech he made in the Viceregal Council 1 in moving 
his resolution on the resources of Local Bodies. fwhile in 
England, out of the total revenue, national and local/She share 
of local bodies was two-fifths, in India it was only one»fifth, 
and more than one half of that one-fifth was administered by 
the State itself^ It is not possible for us here to enter upon a 
discussion of tne principles on which functions of national and 
local government are divided and of the several systems in 
vogue in different countries, with regard to the relation between 
national and local finance. The existing looal bodies in India 


1. 13th March, 1912. 
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are, so to say, exotics which have not yet taken deep root into- 
the soil, and the importance of reviving indigenous institutions 
like J^anchayats has come to be recently appreciated . In* 
whatever lorm we have those local bodies, they will succeed only 
if they are thoroughly popular inspire confidence and generate 
enthusiasm. (Functions like primary education and sanitation, 
will, in any case, have to be performed by them and they will 
have to look after the looal roads, bridges, tanks, hospitals and> 
so forth. ’ 

Local bodies are at present severely hampered in their work 
by the paucity of funds, their resources being hopelessly inade¬ 
quate to the efficient discharge of their functions. Land and 
other forms of property are the most suitable objects for. 
local taxtion. While income from land above a certain limit 
may be taxed by the central or provincial government for na¬ 
tional expenditurrflooal authorities should be allowed to levy qt 
tax for their own purposes on land in their jurisdiction. Land-f 
holders benefit directly from services rendered by local bodies andi 
they will manage the funds supplied by them to those bodies.* 
In France, local authorities are allowed to add a rate to various 
national taxes for their own purpose and in Germany, they' 
have their independent income taxes. In India ff the land tax, t 
with reductions in the case of very small cultivators, may be 
handed over to the local bodies as a tax upon property while a 
general income tax which will fall upon agricultural as much 
as upon non-agricultural incomes, may be retained in their. 
own hands by the central authorities. 

291* Land and Local Finance :—This will sound as a. 
revolutionary proposal, and sudden changes may be deprecated. 
We shall, however, be content if the principle of the position 
here taken up is accepted and the change is slowly wrought* 
rThe existing machinery of the assessment and collection of 
I the land tax should be retained and the proceeds of the tax 
Would be partly, if not wholly, assigned to local bodies. It 
may be repeated that the land tax should be a tax upon property 
or land values and moderate in its incidence, particularly so 
far as small holders are concerned, the larger agrioutural 
incomes above a certain limit being assessed to the general 
income tax. The existing assessment of the land tax may even 
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4m retained if a eubetantial portion of its proceeds is assigned 
to looal bodies. The bulk of provincial revenue is derived to- 
-day from land and when this is transferred to looal bodies, the 
latter may be expeoted to perform such functions as are being 
^performed for them by the higher government. 

It has been already shown that the total burden of taxa¬ 
tion in India is not light oompared with that of other countries. 
But the distribution of land revenue between the national 
government and the looal bodies is most unsatisfactory. Mr. 
Gokhale says :—“In England the bulk of the contribution that 
-comes from land goes to looal bodies, the oentral government 
-receiving only a very small amount as land tax. In France 
more than half the contribution from land goes to looal bodies. 
For the year whioh I have taken into consideration, for every 
hundred centimes levied by the state from land, there were 130 
centimes levied by the Communes and Departments together. 
In this country, however, the division is in the proportion of 
16 to 1, that is sixteen-seventeenths goes to the state and only 
one-seventeenth to looal bodies. Now there we have really a 
‘serious grievance...If we oould get for our looal bodies a much 
larger share of the contribution from land, even if the propor¬ 
tion was not as high as in the West, most of the financial trou¬ 
bles of those bodies will disappear. Of course, my Lord, I do 
not mean that any large proportion of the land revenue can be 
transferred at once to looal bodies. I urge that, in consideration 
of this difference, the Government should help our looal bodies 
with large recurring grants.” 1 

It should be noted that a large portion of the revenue of 
looal bodies in other countries is derived from land, and if looal 
finance is to improve in India and the functions of looal bodies 
are to be satisfactorily discharged, to the benefit of the mass of 
the population, we must progress along the lines followed by 
western nations. This will necessitate a suitable adjustment 
of the existing system to the needs of reform and the abandon¬ 
ment of the prevalent theories about land revenue. Local 


1 Gokhale in the Viceregal Council. 
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hbodies are now being liberalized and powers of taxation are 
being conferred on them. The field over whioh this power 
-may be exercised is, to-day, narrow, and will have to be 
widened before any substantial financial improvement can be 
expected. 

292. Public Debt: — We shall now give a brief acoountfof 
the Public Debt of India. At the outset, we have to emphasise 
one peculiarity of the Indian debt viz. that its burden has been 
slight in recent years till it was increased by India’s war con¬ 
tribution of Rs. 150 crores to the Imperial Government and by 
recent recurring deficits. While the public debts of European 
countries have run into hundreds of millions of pounds, chiefly 
owing to wars, th^Jbgl k of the Tndinn non traced 

for prodn fitfvQ It must not, however, be forgotten 

that in the p ast we h ave paid off our unproductive debt out o f 
revenue at great soarifice. India haB had her dead-weight 
wars, military expeditions beyond the fron¬ 
tier, warlike preparations and for meeting famine expenditure 
-And deficits. But whenever there wer e fsurpluses they were 

^'b-t | irl »n«i— —r-~— 

systematically used for reducing the public debt, which means 
that the Indian tax-payers have had their burden of debt paid 
pDut of tax-money. 

In the time of the East India Company, political and com^ 
mercial functions of the State were mixed up together. The 
continued wars which the Company had to undertake, went on 
adding debt to debt steadily from year to year, though a part of 
the deficit was supplied from commercial profits of the com¬ 
pany. T frft Brit i sh conquest of Indi a was secu red out o f In- 

0 con Q uest was the maia 

cause of the growing public debt. The total ‘territorial* debt w 
of India in 1792 was £ 7.millions and increased to £ 30 mil¬ 
lions in 1829, to more than £ 51 millions by the middle of tbe 
19th century, and -to £ 69p£ millions in 1858. Th e, Mutiny 
made huge additions to the public debt. It went up to about 
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i! 129 .millions in 1876. -T ba debt stood as follows during the- 
subsequent years:— 


31st 

March. 

In Sterling. 
Mill. 

In Rs. 

15 Rs.= £ 1. 
Mill. 

Total 

£. 

Interest 

£. 

1888 

84*1 

65-4 

149-5 

6-2 

1893 

106-7 

68-6 

175-3 

6-7 

1898 

123-8 

74*4 

197-3 

6*7 

1903 

133-8 

78-2 


7-1 

1908 

166-5 

88-5 

245*0 

81 

1913 

179*1 

95*2 

274-3 

9-5 


The ‘ordinary* or unproductive debt was gradually reduced 
and the productive and unproductive debts are distinguished 
In the following table :— 


Ordinary and Productive Debt. 



: Ordinary. 

Productive. 

Total. 

31st March. 

Mill £. 

Railways. 

Irrigation. 

Total. 

Mill. £. 

1888 

73-0 

59-2 

17-3 

57-65 

149-5 

1893 

650 

61-0 

19-3 

110*3 

175*3 

1^98 

70 0 

106*0 

21 7 

127-7 

197*7 

1903 

59-1 

128*1 

24*8 

159-2 

2120 

1908 

37*4 

1177 

29-9 

207-6 

245*0 

1913 

25-0 

211-8 

37*5 

249-3 

274-3 


Uuremunerative debt shrank in 20 years from being Vi to Vr 
of the total volume of outstanding loans. The reduction reflects 
approximately the extent to whioh ourrent revenues have been 
devoted to capital expenditure. There is a sort of sinking fund 
arrangement by whioh to reduce the unproductive debt, while 
for the redemption of the productive debt provision is made for 
annuities &o. in the railway expenditure. Interest oharges 
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^debited to railways, oontain items of this description, so that 
f the true profits from the railways are higher than those shown 
in the aooounts. “ In any year in whioh, owing to the use of 
surplus revenue or deposits for the construction of public works 
the capital expenditure of the year exceeds the amount of debt 
incurred in the year, the effect of this system of classification 
(Ordinary and Productive Debt) is to cause a decrease to be 
\shown in the amount of the ordinary debt/ 9 The Debt stood as 
follows on 31st March, 1913 :— 


(a) Permanent Debt 
Debt for Railways 
„ „ Irrigation works 

For initial expenditure on Delhi 


£ 

211,832,819 

37,552,030 

119,886 


Total of Public Works Debt ... 249,504,785 

Balance, being Ordinary Debt ... 24,898,777 


Total Permanent Debt ... 
(b) Temporary Debt incurred on security of India 
bills ... 


274,403,512 

Nil. 


Total debt (permanent and temporary) ... 274,403,512 

The position at the close of the year 1920-21 as given in the 
revised estimates, was as follows M On 31st March, 1921, the 
outstanding sterling debt was 197*6 millions. The rupee debt 
was as follows 


Crores. 


6 

per cent. 

Bonds, 1930 

... 29-3 

5* 

n 

ii 

... 29-1 

5 

n 

Debt 

... 450 

4 

n 

n 

... 17'2 

3* 

>> 

n 

... 119-1 

3 

i> 

ii 

... 6-5 


Other ,, ... 1*0 

Temporary ,, 5$ per cent. Bonds ... 29*5 

Treasury Bills issued to public ... 37*7 

,, „ ,, P. Currency Reserve. 61*2 

Savings Bank Balances ... 45*3 

P. O. Cash Certificates ... 4’7 


79 
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The Publio Debt was distributed among the different forms 
as follows 

Million £. 


31st March. 

Ordinary. 

Railways. 

j Irrigation. 

Total 

Railway and 
Irrigation. 

, 

Grand, total. 

1913 

25*0 

211*8 

37-6 

249*4 

274*4 

1914 

12-8 

222*0 

39*4 

261*3 

274*2 

1915 

2-2 

233-2 

41*1 

274-3 

276*5 

1916 J 

20 

234-4 

42*4 

276*8 

278*8 

1917 

3-7 

| 

235*7 

i 43*3 

279*0 

282*7 

/1918 

67*2 

239*1 


283*1 

350*3 

V 1919 

47-0 

243*7 

44*5 

288*2 

335*2 


t- 


/Government raises, for its capital programme, rupee loans 
n India and sterling loans in England, and for purposes of 
railways, the latter are necessary as sufficient amounts cannot 
[be raised in this country.\ While exchange was unstable, 
sterling borrowingsentailefla heavy charge; that difficulty was 
later on removed. (TEL, is still desirable to raise as much capital 
in India as possibldX Construction and maintenance of railways 
require, according Yo the high standard laid down, large amounts 
which cannot be seoured in this country, and the amount of 
interest that has to be paid to England, increases year after 
year. The War Loans are, of course, extraordinary loans, and 
though their success has been gratifying so far as it goes, the 
total obtained by Government out of the Rs. 150 orores, showed 
the poverty of the country compared with the abundant wealth 
of other nations. The success of recent loans is, however, grati¬ 
fying, and indicates that all the capital required by Govern¬ 
ment is capable of being raised in this country. 

p 293. War Loans: —The fact that the response of the 
people to the appeal from Government for the first War Loan, 
exceeded all expectations and reached £ 36 million, taught the 
lesson that if her resources, limited as they are, are properly 
tapped, India is capable of yielding large amounts as a contri- 
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bution to the Publio Debt» The War undoubtedly brought 
copious funds into the hands of several persons v and the abun¬ 
dance of loanable capital will not be a feature of peaceful times. 
But it is hoped that Indian people will be able in future to satisfy 
the annual capital needs of Government and that it need not) 
look to London for loans. This will be an eminently desirable 
development as it will save a steadily increasing amount oi 
money from going out of the country, in the form of interest to 
outside investors. The Cash Certificates issued by the Po9f 
Office were a novel feature of the war loan of 1917. 

People were induced to invest in the war loans through 
the Post Office and there were also long and short time securi¬ 
ties offered. The amounts obtained in 1917 were as follows •— 


Main Loan 

... 

Million £ 
26*6 

Postal Section 

... 

2-9 

Cash Certificates 

... 

6*6 

Total 

... 

<P 

; loan was distributed as under :— 

5 per cent, long term Loan of 

1019-47 


Mill. £ 

8*3 

5$ per cent. 3-year War Bond* 

... 

13*2 

5$ per cent. 5-year War Bonds 

... 

8‘3 

Total 

... 

29*5 


The experiment of 1917, having proved encouraging, it was 
decided to repeat it in 1918 and it was arranged that the money 
raised by means of the war loans should be paid over to His 
Majesty’s Government as part redemption of the war contri¬ 
bution of £ 100 million made by India, of which a third had 
been already paid off. The loans had the welcome effect of 
placing at the disposal of the Government of India sufficient 
funds to make disbursements for His Majesty’s Government. In 
1918-19 the receipts from the main section of the loan amounted to 
Rs. SJJ4 crores, Government having offered 7 and 10 year Bonds 
at per cent, free of income tax in addition to 3 and 5 years 
War Bonds. The receipts from the Post Office section exceed** 
ed 5*4 crores. The offer of a 5 per cent, income tax-free loan- 
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without limit of amount and repayable in 1945*55, in 1919-20, 
gave the Government 21J4 orores of rupees, of which Rs. 61J4 
lakhs were received through the Post Office. The special 
propaganda associated with the previous two war loans was 
not repeated this time and therefore the public response was 
particulary encouraging. The rupee loan raised in 1922, 
yielded to Government Rs. 45 crores, a significant result in 
view of the faot that no special effort was made to popularise 
it 

The Government of India used to raise temporary loans 
long ago by issuing treasury bills; but their place was later 
taken up by the special reserves which were drawn upon in 
cases of nee<L - But ‘the drain on our resources caused by 
"Heavy war payments for His Majesty's Government and the 
Secretaty of State’s Council bills led us in the middle of Octo¬ 
ber (1917) to introduce a new experiment—the issue of short 
term Treasury Bills which could be taken at option for periods 
of 6, 9, or 12 months.' Three months’ bills also were issued later 
on and by the end of the year 1917-18, about £ 30 millon was 
obtained in this way. The Treasury bills issued to the public 
have reaohed large totals, and though this amount of the floating 
liability of Government is not a very desirable feature of 
publio finance, it indicates the direction of recent developments 
In this country. 

294* Reduction of Debt: —While our Finance Ministers 
used surpluses to reduce the unproductive debt, small though 
it was, t he late Mr. Gokhale contended, year after year , that 
Hey should have been mainly devoted to the financing of 
chemes of sooial reform. Persistent surpluses, he urged, 
rere funds taken out of the pockets of the tax-payers and 
oust either be returned to them through remission of taxation 
>r, muoh better, be devoted to the spread of education, improve- 
nent of sanitation and so on. The following long extract from 
>ne of his speeches in the Viceroy’s Co uncil, gives a lucid ex- 
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position of the Public Debt position in India and of his> views 
in that oonneotion:— 

Sir, what is the amount of our debt ? Our total debt is made up of 
various component factors. There is the permanent or f unded debt. There 1 
is the temporary or unfunded d^fet? And there are various funds with the 
Government, such as savings banks deposits, service; funds, special loans,, 
judicial deposits in courts and so forth. Against this the Government 
have their Railways and Irrigation works, their loans and advances to local 
bodies, Native States and cultivators, and their cash balances. Deducting 
these latter from the total debt, what remains is the true ordinary or unpro¬ 
ductive debt. Now taking the figures for 1907-8 and bringing them up to 
date, we find that in 1907-08 the permanent debt in India was 88*55 millions ; 
the permanent debt in England was 156‘58 millions, or, in the two countries 
together 245 millions. That was the funded, permanent debt, that year. 
The unfunded debt in that year was only 1 million. Then about 20 millions 
represented special loans, service funds, saving banks deposits, depatmental 
and judicial deposits and miscellaneous obligations of the Govenment, or 
total liabilities of 266*28 millions or 400 crores of the liabilities of the Govern¬ 
ment. As against this the Government of India had in that year 177*7 
millions invested in railways and 29*87 in Irrigation works or a total of 207*<£7 
millions under the two heads together. The Railway debt was earning about 
5 per cent., the Irrigation debt about 7 per cent. Therefore, it was really no 
debt at all in the sense in which the term debt is used. That accounted for 
207 out of 266 millions. The loans and advances by Government to various 
Local Bodies, Native States and cultivators amounted in that year to 13 
millions, and the cash balances were 18-6 millions. Thus 239 millions out of 
267*28 millions represented the investment and cash balances of the Govern¬ 
ment, leaving only about 27 millions of real unproductive debt for the country. 
This was in 1907-08. Since then the position has undergone some deteriora¬ 
tion. Of course, there lias been additional borrowing for Railways and 
Irrigation, but we need not take that into account since Railways arid Irriga¬ 
tion investments are earning 5 and 7 per cent, interest respectively. But there 
was a deficit in 1908-09 of 3,74 millions. In 1909-10 there was a surplus of *61 
millions and this year excluding the opium surplus of 3 millions, there is still a 
surplus of *49 or £ a million. The position therefore during the last 3 years has 
undergone a deterioration by about 2*64 millions and we must add that to the 
figure for 1907-*08 to find the total unpoJuctiv# debt at the present moment. 
This comes to 29*7 millions, say 30 millions. Or if the Finance Minister \?ill 
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prefer it, I am prepared to take the funded unproductive debt, as it appears 
in our accounts, which is 37 millions. That means making a present of about 7 
millions to the Ilon’ble Member but I will take 37 millions for the purposes 
of my argument. Now, Sir, what is a total unproductive debt of 37 millions 
for a vast country like India ? What is such a debt compared with the huge 
debts of other countries ? And is the reduction of this trifling debt a matter 
of such paramount importance that everything the Finance Department can 
lay hands on should be devoted to this reduction to the practical exclusion of 
all other useful objects, as has been done, during the last 10 or 12 years ? 
Sir, my protest against this policy of the Government has been a long¬ 
standing one. Year after year, foi the last 10 years, I have been raising iny 
voice in the Council against this policy, but so far without much effect. How 
does our unproductive debt compare with that of other countries? In England 
at the present moment, you have a national debt of over 700 millions, corres¬ 
ponding to our unproductive debt. In France it is over a thousand millions. 
In several other countries it is four to five hundred millions. Even in an 
Eastern country like China it is about 110 millions, though the annual revenue 
is much smaller than ours. The Hon’ble Member speaks of the necessity of 
strengthening our credit. If we look at the rates of interest at which 
different countries borrow, it will be found that our credit is exceedingly 
good.” 1 

It was plausibly contended on the other side that a sur¬ 
plus oould not be put to a better use than to the reduotion of 
unproductive debt and that a similar sinking fund arrange¬ 
ment existed in Great Britain for extinguishing public debt 
What happened in India during the first decade of this century 
was that surpluses persisted in occurring year after year, 
averaging about Rs. 4 crores a year*. This was due partly to 
underestimation of revenue and overestimation of expenditure 
and partly to the existing high level of taxationA-an effect of 
the new currency policy inaugurated in 1899. The^arplus revenue 
ought, therefore, to have been spent on measures of social reform 
rather than in reducing the public debt. I ndia’ s un ^y 94 ^Q|j|j [ 9 deb t 
has now increased by the addition of £ 100 million, an amount 
given as a war contribution to Great Britain and the annual 
deficits. Sinking fund arrangements have been made in connec¬ 
tion with a part of this debt. It must be remembered that against 


1 See Gokhale and Economic Reforms, pages 219-222. 
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this, we had a speoial reserve of £ 20 million, and we have about 
£ 40 million of the Qold Standard Reserve. Speoial Sinking 
Funds for the long period loans have also been provided for. 
The Public debt position of India will be dear from the follow¬ 
ing table:— 


Debt outstanding 
on 

31st March. 

1914—15. 

1916—17. 

1917—18 

Revised. 

1921—22 

Budget. 


£ 

£ 

£ 

£ 

Sterling 

183,190,358 

174,144,724 

238,505,524 

197,631,082 

Rupee Debt— 

Rs. 

Rs. 

Rs. 

Rs. 

Permanent Debt— 





New Loan ... 


... 

... 

15,00,00,000 

6 per cent., 1930 

... 


... 

29,34,70,000 

54 per cent. 

IM 

• • • 

... 

29,15,07,000 

5 per cent. 

... 

1,10,51,523 

27,09,65,523 

43,06,39,000 

4 per cent. 

3,19,00,000 

21,46,54,000 

16,16,77,000 

17,12,87,000 

34 per cent. 

1,38,12,21,400 

1,32,02,13,950 

1,18,90,98,950 

1,19,19,85,000 

3 per cent. 

8,20,59,500 

7,26,69,400 

6,61,93,400 

6,47,57,000 

Other Debt 

1,00,84,800 

i 1,00,14,200 

1,00,13,900 

1,00,13,000 

Temporary Debt— 





Treasury Bifls 
issued to public. 

... 

... 

41,00,00,000 

37,70,00,000 

Treasury Bills 
issued to P.C.R. 

... 

• •• 

• •• 

57,19,00,000 

54 per cent. War 
Bonds 

••• 

4,91,67,255 

31,74,74,065 

14.42,78,000 

Other Loans 

... 

50,00,000 

... 

... 

Savings Bank 
Balances ... 

21,84,66,176 

25,25,68,358 

30,26,37,358 

49,99,35,242 


295. Provincial Finance :—In the course of the evolu¬ 
tion of the financial relations between the Government of India 
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and the Provinoial Governments, the latter had oome to secure 
shares in growing sources of revenue, and the quinquennial 
oontraots about those shares, had been converted in 1904 into 
quasi permanent, and in 1911, into permanent agreements. 
The new system was free from some of the conspicuous evils of 
the old one, viz., the quinquennial revisions of the contracts, the 
raids made by the Government of India on the provincial res¬ 
ources and the scramble among the Governments for larger 
assignments of revenue. Still the Provincial Governments had 
I no power of levying taxation and of borrowing on their own 
f account, and the 4 doles * which the Central Government gave to 
them out of its surpluses, proved inoonvenient. The introduc¬ 
tion of partial responsible Government in the Provinces and 
the grant of a large measure of autonomy to the Provincial 
Governments, necessitated a wholesale rearrangement of the 
financial relations on the lines of federal organization towards 
whioh the country had been imperceptibly moving. In their 
/report on constitutional reforms, Mr. Montague and Lord Chel¬ 
msford, therefore, proposed that the Imperial and the Provincial 
sources of revenue should be entirely separated, that land 
revenue which was every where a shared head, and irrigation 
and excise wherever they were divided, should be provincialized 
and also receipts from judicial stamps. The income tax and 
receipts from commercial stamps were to be handed over to the 
Government of India to supplement the entirely Imperial sour- 
\ oes °f revenue such as oustoms, railway receipts, salt and opium. 

This redistribution of resources was, however, calculated 
to leave a deficit in the Imperial exchequer and it had to be 
made good by contributions out of the gains made by the Pro¬ 
vinoial Governments. It was calculated that on the budget 
figures for 1917-18, the Imperial deficit would amount to 
Be. 13*63 crores; and this amount was to be distributed over the 
provinces, each contributing 87 per cent, of its gross surplus 
accruing under the proposed scheme. This arrangement did. 
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xiot, of course, presume to remove the inequalities that existed 
as regards the financial contributions and sacrifices that Pro¬ 
vinces had to make in different proportions to their revenues. 
Powers of independent taxation and borrowing were likewise 
to be conferred on the Provinces, to be exercised within obvious 
limits required by the peculiar relations in which they stood to 
the Central Government. 

296* The Meston Committee: —The scheme proposed 
in the Joint Report was not received with favour, and on the 
recommendation of the Joint Select Committee of Parliament 
which considered the Reform Bill, the Secretary of St ate 
appointed the Meston Committee to give advice as to the pro¬ 
vincial contributions to be made to the Imperial exchequer and 
allied questions. Owing to the savings which the Government 
of India was able to make in its expenditure, brought about by 
a high rate of exchange, i^contemplated deficit had been reduc¬ 
ed from 13*63 to 6 crores. But the Meston Committee increased 
it to about Rs. 10 crores by proposing the provineialization of 
the revenue from General Stamps and with slight adjustments* 
it pxQQeflded to disc over a formula for distributing the amount 
Qf this deficit among the Provinces, (jt sought to fix the ‘initial 
contributions’ which would, in the course of seven years, be¬ 
come ‘standard contributions^’ 

The Committee could not conceal from itself ‘the disadvan¬ 
tages TnorcTinarSr^iroumstances^ of a system of provincial 
contributions’ and anticipated thatf^the Government of India 
will direct its financial policy towarcts reducing those contri- 
buttons with reasonable rapidity, and their ultimate cessation/ 
But it could not devise a suitable method for redressing the 
grievance of a province like Madras about a proportionately 
larger portion of the revenues contributed by its people, being 
assigned to the Imperial exchequer. For doing justice to 
Madras, it could not reasonably leave other Provinces to levy 
-additional taxation to finance their normal requirements. The 
80 
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Committee examined various basic principles suggested for dis¬ 
tributing the Imperial deficit, suoh as revenue, population and 
expenditure and hit upon the plan of assessing provincial con¬ 
tributions upon the amounts of 'additional spending power* 
acquired by the Provinces through the redistribution of their sour¬ 
ces of revenue. 4j^s recommendations were summed up in the 

following tabled > 

/ 

In lakhs of Rs. 


Province. 

Increased spending 
power under new 
distribution of 
revenues. 

Contribution as 
recommended by 
the Committeo. 

Increased spending 
power left after 
contributions 
are paid. 

Madras 

j>,76^ 

3,48 


Bombay 

93 

5G 

37 

Bengal 

1,04 

63 

41 



--mi™ 

U. P. 

3,97 

2,40 

1.57 

Punjab 

2,89 

i,75 

l.U 

Buvm a 

2.46 

64 

1,82 

Bihar & Orissa... 

! 

51 

... 

51 

C. P. 

52 

22 

30 

Assam 

42 

15 

27 

Total ... 

18,15 

9,83 

8.67 


297. Provincial Contributions: —In making its re¬ 
commendations, the Financial Relations Committ ee had to 
take care to see that no Province was started on its oareer of 
financial autonomy with a deficit budget or with the im¬ 
mediate necessity of additional taxation. 

impose a higher contribution upon Provinces like Madras, TJ. Ps.1 
and the Punjab whose gains were comparatively extensive, and 
to give room for dissatisfaction and protest. The Government 
and the people of Madras, for instance, strongly disapproved 
the proposal that their Province should be made to contribute 
^8. S V 4 8 i nrr"" n 1 irf n, f i lnrBm B^fi cr i m e s mhinh fo** innTaaa- 
gd_spefl^jag^o,w6x ^ it L0U» e d by T he initial contriEut!“dingf j 
Madj&a..gcaa. t o. he ..c ar cen t, _af the total Imperial deficit^ 

N 
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against the 5* per cent, of Bombay and 6H per cent, of Bengal. 
The copplaint of Madras was that the unequal and the unjust 
treatment which had been meted out to the province for years, 
was going to be perpetuated. ^With a population twice as large 
as that of Bombay, Madras had to be content with revenue 
and expenditure which were not larger. And under the pro¬ 
posed scheme, the burden imposed upon it, was again heavier. 
While this was the ground of the Madras protest, Bombay had] 
a grievance of its own. It had reference to the proposal of the 
Meston Committee that the entire proceeds of the Income-tax 
collected in Bombay should be transferred to the exchequer of 
the Central Government. 


The Committee was swayed in its decision to hand over 
the whole of the income-tax receipts to the Imperial exchequer! 
by various considerations among which the chief were the high 
level of the cost of administration which had been attained in 
Bombay, the long strides with which its revenues had advanced 
during recent years and the industrial and commercial wealth 
and the enterprise of the people of the Presidency. Curiously 
enough, these very reasons were strongly urged against the- 
Committee's suggestion. It was contended that the tax on 
inoomes was the only means the Government of Bombay would 
have to tap the wealth of the people^that land revenue and 
excise had alredy reached the limits of productivity and that 
the development of the Province was bound to be seriously 
retarded if the income-tax was handed over to the Central 
Government. Strong protests from Madras and U. P. s have 
been pouring in on the Central Government for part remission 
of their contributions and for a reconsideration of the 
whole question. But the financial position of the Government 
of India is too bad to permit any remission; and the rate of ex¬ 
change on which the calculations were originally based, having 
Iproved unfavourable) the solution of the problem has become* 
Vnost difficult. 


298. Financial Readjustment From the account 
given in the preceding sections, of the development and the pre~ 
sent position of Indian finance, it will have become clear that 
the fiscal system and prospects of the country have undergone^ 
important modifications. There is first of all, (1) the enormous^ 
increase which has taken place in the total expenditure, whicta 
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is calculated at Rs. 14*2 crores, including a deficit of Rs. 9 crores 
for the year 1922-23, against Rs. 116*8 crores and 32*2 crores 
respectively in 192U-21 and a revenue of about £ 83 mill$ns in 
the last pre-war year, 1913-14. This is an increase of nearly 60 
-per cent., and there is little probability of any substantial re¬ 
duction in the national expenditure. The Army expenditure 
has nearly doubled and the salaries and expenses of civil de¬ 
partments show a large increase over the pre-war yearj It is 
necessary to repeat here that a comparison of the present sit¬ 
uation with that of a few years ago must be made with great 
care as the factors of financial decentralization and the ex¬ 
change value of the rupee, make important adjustments and 
allowances essential. 


(2) The increased expenditure is being defrayed mainly 
out of the expansion of customs, excise and income tax revenue 
and also out of borrowings. Customs yielded £ 7| million in 
1913-14 and are calculated to yield Rs. 45 crores in 1922-23, the 
increase being largely due to enhancement of duties effected 
during the past few years and the high prices of commodities. 
Before the war, the Income» T ax ba^ in 

"T5^^25J[^^exge^^d^^Tt will give Rs. 2^cipre8^^ to 
the reorganiz^tipji of tax^ Jbhe jmposi- 

t ion of the super tax and sucoesaiv nincreasea-ia-wtssi The in¬ 
crease in the excise revenue is due to the higher prices of liquor 
and the increased license fees obtained by Government. Reve¬ 
nue from customs duties will have to be conserved and schemes 
of Imperial preference will have to be carefully scrutinized 
with a view to safeguard the national revenue. Though taxa¬ 
tion upon consumption is not desirable, it will not be a practi¬ 
cal proposition to dispense with customs duties of a restrictive 
^character for many a long year- 


* (3) The redistribution of the revenues of the Government 
of India and the Provincial Governments, is another feature 
that deserves notice. Provincial legislatures will not be over¬ 
anxious to levy additional taxation, but the natural increase 
in the revenues of the Provinces may be confidently looked 
forward to owing to the fiscal autonomy which has been con¬ 
ceded to them. The financial needs of the Provinces for schemes 
of development are urgent and the Central Government will 
have to dispense with Provincial contributions at an early date 
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and must Improve its own sources of revenue. The injustice 
done to Bombay in the transfer of its share of the income tax 
to the Government of India, must likewise, be redressed- To- 
fov. the PTftYir 00 " Are* 

They have, besides, to work under thia 
disadvantage that the limits within which they can levy addi¬ 
tional taxation, are narrow. Provinces like Bengal and Bom¬ 
bay and Madras, have already levied their own taxation in 
exercise'of the powers conferred on them by the Reforms; and like 
the Central Government, Governments of the Provinces are 
trying to effect retrenchment and economy. 

(4) The improvement of local finance is a subject of 
equally great importance. The total receipts of local authori¬ 
ties in the United Kingdom in 1913, amounted to £ 200 million 
and thus equalled the total national revenue of the country. 
Of this, 41 per cent, represented receipts from rates. "Thai 
aggregate revenues of all local bodies in India do not exceed 
Rs. 35 crores against a national revenue of Rs. 200 crores. 
These bodies must be allowed to raise revenue from land, and 
for this purpose, the present land tax will have to be handed 
over to them after the necessary readjustments. The popu¬ 
larization of local self-government must go hand in hand 
with financial improvement in the case of the local bodies. Thft. 
principle of decentralization of power, underlying the Reforms, 
is being applied to the local bodies and they are being endowed 
with increased authority and with powers of taxation. Tha 
resources of the people of rural areas are, however, admittedly 
small and the effect of this reform is not calculated to make 
appreciable additions to the revenues of local bodies. 

( 5 ) Except for the large addition of £ 100 million, the 
war contribution of India to the Imperial Government, and the 
debts contracted by the Indian Government to meet its recurring 
deficits, the public debt of the country, is a productive debt^ 
As it is, the unproductive debt is not now small. Provin cial* 
Governments will be allowed to borrow on their own""accotiiHr 
for carrying out works of development and local bodies 
must do the same on a larger scale for financing works of 
sanitary and other improvement. Bombay has already borrowed 
about 9 crores for the development of the Island and City, and 
similar borrowings by other public bodies are foreshadowed. 
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| This will mean a valuable investment which is calculated to 
yield a handsome return in improved publio well-being and 
increased financial productivity. 

C ***( 6) The public debt position in India at the moment is 
most disquieting and the picture of it presented by the Finance 
Member in his budget speech in 1922, was not in the least over¬ 
drawn. During the four years ending in 1921-22, the expendi¬ 
ture debitable to revenue had exoeeded the revenue by a total 
of 90 crores of rupees. “ Where did Jthis money come from ? 
The short answer is that we have been living on credit. About 
37 crores have been obtained by the issue of fiduciary currency 
notes, namely, notes the only backing of which are our ow i 
I. O. U.s. A further 47 crores will have been found by incurring 
floating debt in the shape of treasury bills, while the remaining 
6 crores will have been taken from the proceeds of our regular 
annual borrowings.” These huge liabilities will have to be 
funded and will represent so much unproductive debt. Only 
an equilibrium and surplus of revenue can put an end to this 
situation. Still the interest charge for the unproductive debt 
will be heavy enough. 

Taxes on Income: —More efficient exploitation 
of national property such as forests, railways and minerals 
ought to give the State a steadily growing revenue in the near 
future and the prosperity of industries and trade, is calculated 
to bring more grist to the State mill. But the most hopeful and 
proper source of increase will be taxes upon inoome. The 
principle of graduation has been already applied in a pronounc¬ 
ed form to the income-tax in India, and the methods of assess¬ 
ment and collection are being fast improved with beneficial 
financial results. In devising schemes of taxation, the incidence 
of the aggregate burden upon individuals and olasses must be 
carefully considered. There are now th ree different 
authorities, a nd they tax the same body of citizens. The 
system of taxation has, therefore, to be looked at as a whole and 
from the point of view of the aggregate sacrifices it imposes 
upon those who are subjected to it. 

It was felt for a long time that the tax upon inoomes was 
opposed to the genius and the traditions of the Indian people 
and that it was, therefore, not a suitable means of drawing 
State revenue. The failure of the early efforts in this direction. 
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gave point to this view and it was exploited by the wealthy, 
classes whose opposition was inspired, mainly by self-interest.* 
The first income-tax in India imposed by Mr. Wilson in I860, 
was based upon the English model, there being four schedules 
instead of the five of the British Act. It had all the features 
of the English tax, its exemptions and graduation, but not 
proving very productive, it was abandoned in 1865 and a license 
tax upon trades and professions was substituted in 1867. 
The License tax and the Certificate Tax of the same 
nature which succeeded it for a year, had a short life and 
and the Income tax was reviveed in 1869 to be abolished again 
four years later. The permanent Income tax was imposed in 
1886 and has remained in operation since then, the only impor¬ 
tant changes introduced in it, being the raising of the taxable 
minimum from Rs. 500 to Rs. 1,000, and to Rs. 2,000, in 1919, and 
the super-tax being tacked on to it in 1917. The Income Tax 
Act of 1918, was intended to improve the machinery of the 
assessment and collection of the income tax and there is a very 
wide scope for this improvement. The recent amendment of 
that Act, Act of 1922, is a further stage in income tax reform. 
There are difficulties in the way of ascertaining incomes of 
people and the system of calling for declarations from assessees 
is being substituted for that of the officials making up a register 
on such information as may be collected by them. Even so, 
many incomes escape or are taxed at a lower rate, but the 
assessment and collection at the source, as in the case of sala¬ 
ries and pensions of Government servants, profits of registered 
companies and firms and interest on Government securities, are 
more accurately effected. 

It is clearly necessary that death duties and inheritance 
taxes on the British model, should be introduced in this coun¬ 
try. These taxes constitute a legitimate and efficient method 
of making wealth pay its reasonable contribution to the national 
exchequer. The principles of graduation and of differentiation 
as well as that of exemption should be adopted as in England. 
It may bj objected that these taxes will not be very productive 
and that the trouble will not be worth taking. It is true that 
the average amount of wealth possessed by people in India is 
comparatively small, and that persons who have sufficiently 
large incomes to render them liable to pay the income tax, are 
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very few. The bulk of the income tax revenue comes from a- 
small number of wealthy persons; and the large majority of 
the assessees are people of moderate inoomes. When the taxa¬ 
ble minimum was raised from Rs. 1,000 to Rs. 2,000 in 1919, for 
example, the concession gave relief to no fewer than 2,37,000 
petty assessees out of a total of 3,81,000 persons who were asses¬ 
sed to the inoome tax before. Nevertheless, if the State wants 
more money, it has to devise an equitable system of taxation 
which will conform, as far as practicable, to the sound fiscal 
maxim that every member of the community should be made- 
to contribute to the national purse in proportion to his ability 
iwbich is to be guaged by the income he derives. 1 


1 See L. G. Cbiozza-Money : Riches and Poverty, Chapters XXI 
and XXII. 
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300. Price Levels :—When we estimate the compara¬ 
tive utility of an object, there emerges the idea of its value. 
The value of one objeot may be expressed in terms of other 
objects when the comparative estimates of their desirableness 
are stated. There are several theories in Economics in connec¬ 
tion with the causes of value with which we are not here con¬ 
cerned. What is to be noted is that when value is expressed 
in terms of money, it is called price, and as barter has disap¬ 
peared in all civilized countries, the question of prices has 
assumed considerable importance. What is the nature of price, 
whether it is cost of production or the relation of demand for 
and supply of goodB, need not he here considered. But it is 
necessary to understand that money is itself a commodity and 
as values are expressed in money, its own value is an impor¬ 
tant economic factor. 

The rise or fall of the prices of different commodities may 
be due to different causes. When the supply of a commodity 
exceeds the demand for it, sellers have to be content with * 
81 
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smaller price the purchaser may be willing to give. The re¬ 
verse will happen if the demand ezoeede the supply. What 
will be the degree of the rise or fall, will be determined by the 
keenness of the demand and the ability of the supply to wait 
for a turn of the market. Much depends upon the conditions 
under which the supply is produced, the time required to in¬ 
crease it, the substitutes with whioh the eonsumer is likely to 
be satisfied, and so forth. 

Price is, therefore, an illustration of the law of demand 
and supply. /There cannot be a general rise or fall of values, 
but this phenomenon oan take plaoe in the oase of prioes. 
Value is a relation and involves a comparison between the de* 
sirableness of objects from the individual and the social view 
point.} Money is a common measure of value like the foot 
or seer ; but the measuring capacity of these is fixed, while if 
owing to a change in demand for or supply of it, the value of 
money changes, the alteration must be reflected in a general 
alteration in the prices of all commodities. Prices of different 
commodities are always rising or falling in different degrees 
and the changes may be accounted for on the ground of defi¬ 
ciency or exoeBs of supply or of demand. If the foot measure 
were to be changed, the dimensions of all objects will change. 
And a more or less uniform rise or fall cannot be explained by 
reference to a oause that affects a particular objeot; and we 
must look for an explanation of the phenomenon in the ohange 
of supply of the common measure of value viz. money. 

301. Quantity Theory of Money.^-A rise of prices 
means depreciation of money. When prices go up, the pur¬ 
chasing power of money goes down. In fact, the rise of prices 
and depreciation of money are two aspects of the same pheno¬ 
menon.^ The fact that prices go down, means that a smaller 
quantify of money is sufficient to buy a stated commodity and 
there is appreciation of money. It is on this relation between 
prices and the quantity of money in circulation that the 
“quantity theory of money” is based, (The quantity of money 
includes paper as well as metallic moneyVbeoause credit very 
largely expands that quantity; and (the Velocity with which 
money moves from hand to hand in exchange transactions, 
practically adds to the quantity If the increase in quantity 
Is accompanied by a corresponding increase in the volume of 




QUANTITY THEORY OF MONEY. 


643 


goods exchanged, the price relation will remain unaltered. 
Taken with its limitations, the quantity theory of money is 
perfectly sound and satisfactorily explains the general rise or 
fall in prices. If the number of ooins or other media of ex* 
change, (including bank deposits whioh are subject to with¬ 
drawal by means of oheques,) in circulation increases to a 
larger extent than the commodities for which they are to be 
exchanged, there will be too much money and prices will 
rise. / There will be a fall of price * if iha^quantity cd mm^ y 
decreases or the quantity of goods to be exchanged increases 
while the circulation of money remains unchanged! " We 
shall not here deal with the '“elementary considerations 
relating to faotors whioh govern the fluctuation of prices 
in general and with the nature of oustomary and monopoly 
prices. A The question of prices in India, as elsewhere, is 
mainlySs question of the operation of the law of demand and 
supply; and evidence for this is to be found in the rise of th^ 
level of prices of food grains in times of -famine and scarcity^ 
The defective character of communications and absence of 
keen competition as also the predominance of custom in the 
eoonomio relations of people, long governed the course of Indian 
prioes and continue to so govern them in backward and isolat¬ 
ed parts of the country. But the railways and public roads 
whioh have brought the various parts of the country into oloser 
contaot with one another and India itself into intimate touoh 
with foreign countries, have changed the nature of the problem 
of prices, whioh are more susceptible than before to changes in 
the markets of the world. 

The history of prices in this country reveals the influence 
wnioh the character of the monsoon exeroises upon their con¬ 
stant rise and fall. Though the improvement of the means 
of oommunioation has tended to an equalisation of prioes 
in different parts of the country and to a general rise in 
them, the prioes of food grains, of raw materials and of in¬ 
digenous manufactures are still regulated by the favourable or 
unfavourable nature of rainfall, the prices of imported goods 
i being but slightly affected from year to year. Varying looal 
Wices are fast being replaced by uniform generel prioes and 
che country is becoming one common market instead of a 
series of small local markets as in the past. Retail prioes are 
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i Also being regulated by wholesale prices much more strictly 
lthan before. And it is important to note that price levels 
fappear to have been affected by the currency polioy of 
Government 'and therefore by the {quantity of money in 
circulation. 


302. Course of Prices t —As we have just remarked, 
the favourable or unfavourable oharaoter of rainfall, its defici¬ 
ency and excess, is generally the regulator of prioes in India and 
particularly those of the food of the people. The prioes of articles 
of export, the bulk of which are the products of-the soil, ar e 
lik ewise demand.-for-.-them in 

foreign countries is an important factor in this case. The 
famine prioes of 1877-78 and of'1899-19(Jffand The Tabulous 
cotton prioes during the Amerioan War of Secession ( 1861-65 ) 
are instances in point. War prioes of the past few years are 
the combined effeot of several causes, shortage of shipping, 
congestion on railways, deficiency of production and supply 
and augmented circulation of money. 


(The general level of Indian prices began to rise in 1904, 
and went higher and higher every year, until the rise assumed 
almost alarming proportions. Prioes were, on the whole, very 
steady under the silver standard; and the effective introduction 
of the gold standard inaugurated a rise. The index number went 
up from 100 in a normal year before the rise commenced, to 
140 and ever tn 200 ami mam i n .certain oase fo The rise was 
attributed to Hifforon* by different people ; and while 

it was weloomed by some as an indication of growing 
nmnnaritv . others traoed it to the pressure of popuYaffon~'on 
land and the normal d eficiency of food s unnlv as also to the 
currency polioy of Government, which bad, since 181$, arti- 
J lift ll y e ahanoed the value of the ranee . The question was 
discussed in the press and in the Viceregal Council; and the 
appointment of a commission of inquiry was suggested, t Qov- 
that the _aaw ourrenoy system inaugu f&ted 
in 1893 rfHd completed in 1899, had not asufficientlyTong Irihl 
and that commissions had always an unsettling effeot upon 
things; they, therefore,(deputed Mr. K. L. Datta to collect 
statistics on the questionN>f high prioes and asked him to 
submit to them a report thereon^ 


LB 
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We giro below index numbers of prices of a few selected 
articles, showing fluctuations and the appreciation 

I. 


Year. 

Wheat. 

Rice. 

Bajrec. 


Delhi. 

Calcutta 

[Ahmeda- 

bad. 

Calcutta 

Madras. 

Delhi. 

Ahmeda- 

bad. 

1873 

100 

100 

100 

100 

100 

100 

100 

i 

1891 

135 

98 

122 

91 

145 

151 

122 

1895 

110 

93 

107 

100 

138 

122 

134 

1900 

168 

113 

149 

no 

180 

145 

201 

1905 

147 

198 

121 

142 

197 

145 

146 

1909 

203 

142 

155 

156 

218 

157 

166 

1913 

183 

102 

175 

187 

218 

168 

175 

1915 

239 

... 

187 

197 

203 

229 

208 

1917 

219 

i 

i 

180 

175 

216 

171 

147 


II. 


(Average of 1900-09 = 100). 


Article*. 

1900 

1905 

1910 

1913 

1916 

1918 

1919 

Wheat 

106 

84 

109 

107 

128 

149 

211 

Rangoon Rice 

94 

75 

97 

124 

101 

88 

131 

Raw Cotton (Broach). 

95 

93 

94 

134 

127 

283 

276 

Cotton piece goods, 
(Indian) Average... 

94 

100 

118 

115 

88 

141 

176 

Tea 

94 

91 

127 

128 

158 

131 

124 

Country Rice 

83 

86 

99 

117 

127 

101 

178 

Ghi 

88 

96 

124 

142 

134 

162 

204 

Country Salt 

95 

96 

108 

108 

188 

496 

330 

Imported cotton piece 
goods (average) ... 

91 

96 

114 

119 

126 

295 

322 

Java Sugar 

... 

118 

107 

101 

175 

158 

232 

Kerosene oil ... 

109 

90 

108 

118 

124 

189 

220 
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III. 



Special Index 

Special Index 

Special Index 

General Index 


No. for Food 

No. for Imported 

No. for articles 

No. for articles 

Year. 

Grains (Retail 

Articles (Whole¬ 

Exported (most¬ 

covered by 


Prices). 

sale Prices). 

ly wholesale). 

columns 2 & 3 


Col. 1. 

Col. 2. 

Col. 3. 

Col. 4. 

1910 

100 

100 

100 

100 

1911 

96 

104 

107 

106 

1912 

112 

107 

114 

112 

1913 

118 

107 

121 

117 

1914 

132 

105 

126 

120 

1915 

130 

134 

122 

125 

1916 

120 

217 

128 

151 

1917 

120 

240 

134 

161 

_121L 

__161 

265 

157 

184 


IV. 

Index Numbers of Wholesale Prices in Calcutta. 



July 

March 

March 

March 

March 

Articles. 

1914 

1918 

1919 

1920 

1921 

Rice 

100 

83 

128 

147 

127 

Wheat 

100 

117 

169 

152 

152 

Dal 

100 

127 

172 

186 

132 

Sugar 

100 

181 

222 

321 

369 

Salt 

100 

486 

237 

310 

216 

Cotton (Manufactures). 

100 

311 

300 

351 

301 

General average 

100 

176 

180 

198 

175 


V. 

Wholesale Prices. 

Ra. per Mauod of 82-286 iba. 



1913 

1918 

1919 

1920 

Rice (Calcutta) 

57 

4-9 

7*2 

8-4 

Wheat (Punjab) 

3-4 

5*1 

6-2 

5*4 

Jawar (Bombay) 

4-1 

6*6 

81 

5*6 

Bajri ( „ ) 

3-4 

7*3 

8-3 

6*2 

Gram ( „ ) 

3-3 

5-2 

7*8 

71 

Ghee (Bengal) 

54-8 

68*3 

78*2 

94*9 

„ (Madras) 

50*3 

58-7 

76*7 

84*4 

Sugar (Raw) 

... 6*5 

7*0 

11*0 

171 

,, (Refined) 

10*7 

15*1 

tl*6 

30*5 
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303« High Prices in India. —The causes of the high^ 
prices, Mr. Datta concluded, were mainly of two kinds r—(l) 
causes peculiar to India, and (2) causes whose effects werd 
world-wide. Among the former were (i) a decreased produe-j 
tion of food stuffs, (ii) an increased demand for Indian raw 
materials and food products, ( iii) development of communion-^ 
tions, and (iv ) decrease in the cost of transport; and amongj 
the latter, the chief were ( i ) an increased supply of gold, (ii )\ 
development of credit, ( iii ) destruction of wealth in wars and! 
( iv ) expenditure on the armaments. Mr. Datta thought that 
all these causes combined to raise the prices in India and that 
the rise was not due to any one cause. He was, however, 
convinced that the prices of food stuffs in this country had risen 
on account of the fact that the food supply of India, compared 
with the demand, reached its lowest level in the quinquennium 
1905-09 and thus shortage of supply undoubtedly contributed, 
in no small measure, to the unusual rise in prices during that 
quinquennium. 4 

Broadly speaking, three theories about the rise of prices, 
held the field : (1) that the large volume of the rupee currency! 
which, under the gold exchange standard system, ceased to be\ 
automatic, led to the depreciation of the token rupee ; (2) that ] 
Indian currency had nothing to do with high prices which 
could be explained by economic changes of considerable magni¬ 
tude going on in India and the outside world ; and (3) the pres¬ 
sure of population and deterioration of the soil were mainly 
responsible for the rise of prices. Finance Members like the 
Hon’ble Mr. Baker and Sir G. Fleetwood Wilson, held the second 
view, and it was endorsed by Mr. K. L. Datta. Mr. Gokhale 
and others were inclined to accept the first theory and some 
emphasised the third. These views found expression in the 
Viceregal Council, when the question was referred to year 
after year. 1 

That the quantity theory of money applied to the problem, 
seems to have been admitted by every one ; and the difference 
lay in the emphasis laid upon the different terms in the price 
equation MxV — TxP, (M *money, V = velocity of circulation, 
T~ trade or volume of exchange transactions and P = price) and 


1 See Gokhale and Economic Reforms, pages 183-187. 
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on the part played»by the quantity of the token rupees in circula¬ 
tion. Thus Mr. Datta thought that the quantity of money 
increasing with the expansion of credit and increase in ita 
velocity, prices of food stuffs were bound to increase while the 
volume of their production remained steady* The Government 
of India did not, of course, admit the explanation of Mr. Datta 
about the insufficient supply of food grains. 1 This theory is 
only an application of the law of demand and supply and must 
[hold good if proper attention is paid to 4 other things remaining 
|the same.’ 

Currency and Prices .—Making full allowance 
for the fact that £lndia by its adoption of a gold standard, has 
been switched on zo the currency guage of the rest of the world 
and is undoubtedly bearing its share in the price fluctuations 
to which the rest of the world has been subjeotX 2 and for the 
increased demand for certain of India’s products, which has 
overtaken the supply, as also for the pressure of population on 
the food supply which does not increase! one is led to believe that 
the general rise of the price level was, to a considerable extent, 
due to the disproportionately large supply of currency . The 
spell of high prices ruling in Europe and America had been 
attributed to the increased output of gold and the consequent 
expansion of currency and credit all the world over. The same 
phenomenon was to be markedly witnessed in this country, and 
the relation between high prices and the Indian currency 
system seemed to be intimate. 

(_Tb. official view was that the Indian currency system was 
automatic, that no more rupees were issued from the mints 
than were absolutely necessary for the purposes of trade and 
that it was the rise of prices which had necessitated the increas¬ 
ed coinage of rupees.^ Government oertainly issued rupees in 
Response to the demand of trade, but the output of these token 
joins had been exceptionally heavy. a*™ 

, iffflpta nf heavy rminAge Arfl.nnmnlalive The Indian authori¬ 
ses do not seem to have understood this. They were, to all 
ippearanoes, influenced by the crude inductive argument that 


1 See pages 190-192 above. 

2 Sir Gny Fleetwood Wilson in the Viceregal Council. 


INFLATION OF CURRENCY. 


64* 


because there was a heavy demand in 1905-06* it was likely, 
that there would be an equally heavy demand in 1906-07; and 
when there was an actually heavy demand in 1906-07, that this 
raadaJLt^atmftrfl lik e ly that , th e xa. jsml d be a heavv"d emand 
in 1907-08 . They framed their policy, that is to say, as though* 
a community consumed ourrenoy with the same steady appetite, 
with which some communities consume beer.” 1 


There was, during the years 1902-1907, a close parallelism 
) between the growing output of rupees and the steadily rising 
prices. The rupees are not now melted as they used to be 
; before the closing of the mints, as this proceedure entails a 
loss. When the price of silver rose, it was at times profitable 
during the latter part of the war period, to melt rupees and use 
them as bullion; and it is believed that in spite of Government 
prohibition, large quantities of these coins were melted in this 
way. \£he absorption of currency among the people has been 
on a steadily increasing scale and this inflation must have had 
a material effect in pushing up the price level^ Experience 
has taught that rupees distributed over the interior of the 
country in payment for the staple products, do not quickly 
return to centres of commerce and industry and efforts have 
sometimes to be made to get this currency back. If additions 
continue to be made to the existing stock of rupees, the inflation 
must raise prices though not in the same proportion, because a 
part of the currency is required to meet the increasing volume 
of trade. This is the way in which the unautomatic character 
the currency system acts upon prices. 


305* Inflation Of Currency :—Currency is irnfoed issued 

in rflflnnnflfl tn a demand for thp fin ancing of 
cotton, wheat, j ute r oil saada otr Much of this currency re-f 
furns to Government treasuries and banks, but a portion remainsi 
in the hands of the people and in circulation. These continu-l 
ouq additions to the currency cannot but result in inflation,) 
ronly , fi Qnntiflra c t i nfc f 

The experience of the year 1916-17 as to the extremely slow 
lovement of rupees from circulation into the Government 
reasuries, indicates that heavy absorption of curiency, year- 
Mter year, must have had something to do with the rise of 


1 Indian Currency and Finance. 
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prices along with other factors in the complex problem. Similar 
absorption has recently taken place in the case of currency 
motes also, and the prooess of deflation has already been in. 
operation for some time. (When the prices of sliver soared to 
abnormal heights during tBe latter part of the war period,) 
Government, in issuing new rupees to the public in response to 
insatiable demand,was, as it were,pouring the coins into a sieve 
ithrough which they escaped into the melting pot, in spite of pro¬ 
hibition, and into hoards. Owing to economic depression 
Quantities of rupees have returned to Government treasuries 
and the metal holding of the Currency Reserve has become enor- 
^mous. 


*The question of inflation has formed the subject of discus¬ 
sion in all countries during the period of war. The high prices 
ruling during this period, were admittedly the result of a de¬ 
ficiency of supplies of commodities chiefly on account of the 
shortage of tonnage and war destruction. In India the rise in 
the prices of articles of import has been much greater than 
that in the prices of articles of local production. The relation 
between the prevalent high prices and the heavy absorption of 
currency has been denied by officials. How the two are related 
it is extremely difficult to determine. JBut that prices have been ^ 
pushed up at least partly by the large supplies of currency, seems 
to be certain^ Crores of rupees were spent by Government for 
war purposes, and the coins and notes they put into circula¬ 
tion, were slow to return to the State treasuries. (Hence the 
necessity felt of attracting the metallic currency, by means of 
war-loans, back to the treasuries and the bank^ In a time of 
• economic depression and during the dull season, the total note 
circulation of Government in the week ended the 15th August, 
1922, was valued at the record figure of Rs. 181*6 crore s, 
Bombay holding as much as Rs. 61 crores and Calcutta 
Rs- 55 crores out of this total. Silver coin in the Reser ve 
amounted, on the above date, to Rs. 81'7 croresj) Securities 
held in India were valued at Rs. 65*2 crores and in England 
to Rs. 5*8 crores. The large circulation of notes, a considerable 
part of which are backed by Governments L O. U.s must be 


regarded as an index of inflation, and in his budget Bneeo h,. the 
Finance Member promised to effect deflation of currenoy in 
the year. 
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— The problem of prices is complex and various factors exert 
"their influence in determining the price levels. In-sufficient 
supply of Indian products, high gold prices ruling in outside 
markets, a large external and internal demand for Indian pro¬ 
ducts, the expansion of credit—all these factors must be given 
their due weight. But the peculiar character of the rupee cur¬ 
rency and the manner in which it is issued and is absorbed, 
cannot be ignored as an important cause of the rise of prices. 
fA rise thus brought about, cannot be complacently regarded as 
natural and beneficial, and an effort must be made to minimise 
the influence of that cause by improving the existing currenoy 
lsystem> Tha of prosper ity induced hv hirh nnVas nmat 

prove misleading if all the factors causing the rise are nottaken* 
into account. A sudden deflation is undoubtedly dangerous 1 
and the mercantile community took exception to tKe^TTiiStice 
Member’s scheme of deflation as it was calculated to bring 
about monetary stringency and lead to a crisis. But deflation, 
gradually and judiciously brought about, is an absolute 
necessity. 


306. Effect of High Prices.- -In our Chapter on Produc¬ 
tion and Population we have shown how, hftYIF! 

to be fed with the same or nearly the same quantity of food, 
the prices must rise and this rise cannot be an object of cop * 
gratulation or consolation in view of the fact already note 1 
that the closing of the other industrial avenues is driving man; r 
people on to the land. ” It is superfluous to repeat thatth& 
producers of raw materials which command high prices in th > 
foreign markets, must benefit to the extent of the larger margi l 
afforded (1) ifjfee jpi^tsjure jaafc iiitero^ middlemnuj and 

fii) thfl pofft pf And raw materials 

required for indigenous industries must be sufficiently oheap asi 
also the necessaries of life of the mass of the population. Then] 
only will high prices prove beneficial to producing classes. 


Cultivators supplying their own labour and producing their < 
own food, receive larger incomes on account of high prices. 
But those who have to employ dear labour and buy dear food 
and other necessaries of life, cannot be any the better for a 
higher level of prices. We have shown above that food produce 


1 Se€f Gustav CLsael’s : World’s Monetary Problems. 
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■ tion in India has not kept paoe with the inoreaseof population. 
A rise in the prioe of food grains, therefore, whioh is brought 
about by insuffioienoy of supply, can have no beneficial effect 
upon the community. Even if we take only the producers of 
food grains, though _ rising prioes must be an advantage to 
them, it must not be forgotten that to the growing number of 
agriculturists this must be only a palliative. Cheap food is 
regarded everywhere as an essential thing to a nation, and we 
must have an abundance of cheap food rather than insufficient 
^supplies of dear food grains. 

The country, as a whole, must benefit by a rise in the prioes 
of exported commodities only if there has been no corresponding 
increase in the prices of imported goods. Mr. Datta observes:—* 
“ India's exports have thus grown considerably in value in 
consequence of the rise of prices and only a part of this in* 
crease goes towards meeting the increased cost of her imports. 
There has also been a considerable increase in the volume of 
the imports of many classes of goods required for consumption 
and the increase in the imports of many classes of goods which 
were formerly considered as luxuries but are now recognized 
as necessaries, bear eloquent testimony to a standard of living 
which is rising higher and higher with the rise of prices and 
the material prosperity of the country.” 1 

The true benefit will be measured by the difference between 
the prices of the exported and imported commodities, their 
character and their quantity, { During recent years, as the 
price statistics given in the tables on a preceding page will 
show, the prioes of imported articles rose higher than the 
prices of exported oommoditiesA Though the high prices of 
exportable goods have thus benefited the producing classes, the 
advantage gained by them and by the country, as a whole, has 
been counteracted by the higher range of the prices of articles 
imported into the country. TWe must here recall the fact that 
the local food production of the country is not adequate to the 
[demand of a reasonable standard of livingj^and classes with a 
higher degree of purchasing power, will naturally absorb a 
large quantity of suoh food as is available, and the middle 
and lower classes will find necessaries of life dear and scarce. 


1 Report on high prices. 
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Recent additions to taxation have tended to reduce the con¬ 
suming capacity of the people as the taxes have been shifted 
on to consumers; and cloth, salt, sugar, ghee, houses, lighting, 
.fuel are all dear. 

I 307. Speculation and Prices.— Prices in the interior of 
the country are generally regulated by custom and are little 
affected by the movements of trade in the big towns. It is onl vt 
in the oase of the staple articles of export suoh as cotton, jute, 
oil seeds &c. that conditions prevalent in foreign countries 
affect prices in the districts. Retail prioes are not easily dis¬ 
turbed by the fitful currents of wholesale dealings in the larger 
markets, though the connection between the two, is becoming 
closer every day and is particulary marked in the larger towns. 
Concentration and specialization in production make buying 
and selling upon ‘a large scale necessary.^ Even a small, 
merchant has to-buy in anticipation of the demand he will have 
to meet and he makes his own calculations- as to the quantity 
and price. jPumiiauMunajisk involv ed, in the purc hases of 
large quantities long before they oan be disposed ofi But that 
is the chief function whioh the merchant performs and fod 
which the consumer remunerates him. ft 

A cotton manufacturer must ensure an adequate supply of 
the raw material at a reasonable price. Cotton is produced 
in a certain season and its quantity and price are likely to be 
affected by several circumstances. He must, therefore, buy in 
anticipation and must thus indulge in a kind of speculation. 
“ The essence of speculation lies in forecasting price move¬ 
ments and then buying or selling for a profit. Having made 
his foreoast, the speculator buys if he thinks prices are going 
to rise, sells if he thinks prioes are going to fall. He looks to 
the future and works on an estimate ; he takes the risk of loss 
if his forecast is wrong in return for the ohanoe of gain if his 
foreoast is right, nn fl merchants, therefore, buy 

and sell on oontraot and certain people specialise in e&eoting 
these speculative dealings^ Sales and purchases for future 
delivery are carried on by brokers; and cotton, jute and other 
exchanges have oome into existeoe in this country.(ln Bombay 
and Caloutta, the markets for these staples are controlled by 
associations of dealers who have their special ruleB undei 


1 Henry Clay: Economic*. 
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iwhich speculative transactions are carried on. Speculation* if 
lit is carried on with the definite object of securing and supply¬ 
ing commodities at fixed prioes, is sooially very useful and has 
the effect of steadying prices. But there is a bad kind of 
speculation like the good kind, whioh degenerates into pure 
gambling. 

A person both buys and sells ‘futures’ to make his gains 
fond losses even ; and there is nothing wrong in this. But many 
people buy and sell without having the least idea of ever 
taking or giving delivery when the day fixed for ‘settlement* 
\comes. The payment of difference in the rates fixed involves 
loss to one of the two parties, because the calculations 
on which the pricers were based may be upset by circumstances 
beyond his control/Reckless and irresponsible speculators use 
all kinds of arts to manipulate prices in their own interests and 
the whole market is thrown into commotion and confusion by 
the manoeuvers of ‘bulls’ and ‘bears’. The ruin of a few people 
may lead to a widespread disaster and the whole structure of 
oredit may be rudely shaken. The condition of the Bombay 
cotton market in March and April of 1918 with respect to 
speculation in Good Broach* whose price was pushed up by 

bull ’ operators to unprecedented heights, is an interesting 
^llustration in this connection. 

£ There has latterly been a good deal of discussion relating 
ftotke cotton and the stock exchanges in Bombay. The con- 
I dition of the cotton market became so dangerous to financial 
1 stability on account of the reckless cornering and gambling 
in ‘ futures ’ indulged in by speculators that at last Govern¬ 
ment had to intervene and to provide, by legislation, for a 
well-regulated controlling authority in the form of a cotton con¬ 
trol board having onitj representatives of the different interests 
I and associations concerned in the trade. A pqnfflftppnt fro^y 
• willnow be created b y law and will undertake the dutiea-af the 
boa^^ is‘'leftofregulating, in a similar manner, the 
working of the stock exchanges, of which there are now two in 
Bombay, the old and the New Exchange, a new body having 
recently been brought into existence to supplement the facili¬ 
ties afforded by the old exchange. The speculative mania has 
often reached such heights that a serious shock to public credit 
has been very narrowly escaped. Various improvements have 
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been talked about, e. g> the regulation of the ‘settlements’ which 
are monthly under the existing system. The bulls and bears 
have been very active in Bombay and their recriminations do 
not present any edifying spectacle to the outside public. The 
action of the Board of Directors of the Bombay Stock Exchange 
in fixing the rates for shares for particular settlements, and their* 
lack of strength, have ,been freely criticised. The frequent 
wranglings of the bulls and the bears must be ended by m 
strong and impartial board of directors whose policy must be| 
consistent and in consonance with fixed rules. 

308. Standard of Living. —With the expansion of our-' 
rency and the more general use of money, the habits and tastes 
of people of all olasses are changing. In England, wages rose to a 
high pitch owing to the war and as more money circulated in the 
country,the working classes spent more and devoted their earn¬ 
ings to the consumption of luxuries which were formerly beyond 
their reach. The working classes in England, women as well as 
men, have become accustomed to a higher standard of life and 
their wages have had to be fixed in accordance with it. That 
phenomenon is observable,on a small scale, in this country also. 
Improvement of communications and imports of cheap articles 
of everyday use from foreign countries into India, combined 
with rising prices and higher wages, have induced people 
to consume such articles, and this consumption is producing 
interesting social effects. Restrictions imposediby caste, religion 
and custom, are becoming slack and new ways are being adopt¬ 
ed in eating, dressing, furnishing houses, in amusements and in 
\pther matters. 

The growing imports of certain articles of luxury and 
convenience are taken as an indication of the above change in 
the objects and methods of consumption and as an unmistak¬ 
able indication of material prosperity of the bulk of the 
population. An increasing use of clothing and of clothes of 
a better quality, the construction of better houses, the - conn 
sumption of wholesome food in sufficient quantity, improved 
water supply and sanitation, a growing habit of reading and a 
more liberal supply of the sources of innocent amusement and 
of the general amenities of life,-^these will certainly bespeak a 
higher standard of living. Still tke mere; substitution of one 
articleJfor another, or a mere change of social customs, is by no 
means, a sure sign of true prosperity.\ 
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The middle and the lower olasses of population are doubtless 
f now able to oommand certain comforts and luxuries which 
formerly they could not dream of enjoying, and to 
that extent there are signB of the standard of life 
rising higher. ^More money circulates among them than 
before ; but most of the rayats have no stooks of grain, as they 
fused to have, there is scarcity and deterioration of milch oattle. 
Band they do not seem to feel better off in spite of the changes 
{noted above. ^Whatever prosperity we see, is mostly the pros¬ 
perity of the mw and the volume of wealth appears to flow 
jfrom the countryside to centres of industry and trade and from 
the mass of the gopml^tioji to the middlemen. The rude plenty 
ofthe” past is fast becoming a matter of history, to be cherished 
as a tradition^ The following statistics of imports of certain 
articles of luxury and convenience, are given as a proof of 
. growing prosperity •— 


Imports of certain Articles of Luxury and Convenience . 


Lakhs of Rs. 


1908-09 

1909-10 

1910-11 

1911-12 

1912-13 

1913-14 

i$ugar and Molasses.. 

10,62 

11,15 

12.62 

9,96 

13,78 

14,47 

Kerosene Oil ... 

3,32 

2,51 

2,37 

3,25 

2,56 

2,86 

Cotton piece goods... 

32,20 

32,82 

37,54 

41,20 

51,80 

60,54 

Silk . 

1,85 

1,85 

2,30 

2,15 

2,55 

2,52 

Woollen pieoe goods.. 
Apparel and haber- 

2,38 

1,58 

2,43 

2,79 

2,40 

3,06 

dashery 

1,95 

1,92 

2,84 

2,85 

2,75 

3,06 

Boots and Shoes 
Copper and Yellow 

39 

57 

46 

55 

65 

74 

metal J... 

1,69 

1,69 

2,22 

1,62 

1,76 

2,51 

Matches 

75 

82 

84 

88 

98 

90 

Soap . 

41 

45 

53 

62 

70 

74 

Betel nuts . 

87 

88 

1,08 

1,05 

1,18 

1,23 

Galvanised Iron sheets 

i 1,97 

2,42 

3,45 

2,98 

8,83 

5,38 


58,33 

58,46 

69,36 

69,91 

84,74 

97,57 


Index No. (taking 
quinquennium 
1908-13 as 100) 


86 


1 44 


eee 


87 


99 


1,08 


1,25 
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Corresponding import statistics for the suooeeding eight 1 
years would be instructive but for the faot that the disturbing! 
effeot of the war oonditions would make a comparison useless.! 
High prices reduoed the quantitative imports and their oon-i 
sumption fell off. Artioles of comfort and luxury passed, fori 
the time being, out of the reach of the common people, and the 
old standard of living, could not be kept up without serious 
difficulty. ^The high prioes which prevailed in 1918, 1919 and 
1920, inflioted severe hardship upon the masses ; and the loot¬ 
ing of bazars whioh ocourred in certain places and the 
general industrial unrest whioh broke out all over the country, 
were significant.^ There is no doubt about the fact that econo¬ 
mic ohanges which are in operation in the oountry to-day, are 
producing far-reaching effects upon the methods of consump¬ 
tion and the general social status of several olasses. Many 
people who have adjusted themselves to the new forms of indus¬ 
trial organization, are now able to earn more than if they had 
remained in the old grooves prescribed by custom. They 
continue to be members of the old oastes but their standard 
of living is being raised to that of the higher castes. They 
live, speak and dress differently and social equality is being 
created by eoonomio improvement. C.From the point of view of 
consumption, Indian society no longer wears the old static 
aspect, and ohanges are visible on every side. Most of the 
articles of luxury and convenience given in the above table, 
are, however, largely for the use of the urban population and 
the masses dwelling in villages have but a small share in that 
prosperity.' 

309* Consumption and Prosperity: —The increased 
consumption of imported artioles may be an indication of 
material progress, so far as it goes. But there is the other side. 
^Ir. Ramsay Macdonald savs of the use of articles of luxury by 
the working olasses in India as followgfr—“ Better cloth es ar > 
being worn, cigarettes are beginning to take tne place or in » 
hookah, alcohol is being more widely oonsumed, shoes are mor > 
general, umbrellas are beooming more common. The people’ i 
wants—too many of them debased—are beooming more costly b 
meet. As evidences of increased prosperity, I place little reliant 
upon such facts. These things no more show prosperity that, 
83 


€58 


INDIAN ECONOMICS. 


atnnnaivfl weddings or funerals." 1 An increase in 

*the number of wants is desirable and a larger supply of neoes- 
Isaries and comforts is indispensable for material progress. We 
' see physical ant^ intellectual lethargy in the villages and 


Wor 

tor 


anything that will shake people out of it, is weloome, but the 
masses are still uninfluenoed for good by modern civilization. 
And the articles oonsumed either as substitutes or addi¬ 
tions, must not lead to physical deterioration and moral debase- 
| raent; and ohanges in the manner of living, dressing, amuse- 
\ments and so forth, must be conduoive to healthy physioal and 
oral development. Tea-drinking has already spread into 
ie’Interior of the country and among all olasses of people. In 
the Bombay Presidency ‘Ythe rapid multiplication of places of 
refreshment where tea is sMd is remarkable and the beverage 
is becoming popular with the masses. Workmen, employes 
and others, find tea to be a welcome beverage which braces the 
nerves and gives temporary energy. It oan be easily prepared 
and can be had without difficulty and at times when it is 
required. Coffee takes the place of tea in the south, while 
northern India is addicted to neither. Tea seems, however, to 
be steadily advancing into the north and making a lodgment 
in its exterior fortifications. 


The loss and deterioration of miloh cattle in the country, 
present a problem of the most serious import to the health and 
strength of the community .\ The results of a cattle census for 
this Presidency, reoently "published by the Government of 
Bombay, make melanoholy reading. The number of miloh 
cattle in the Presidency proper was 2'8 millions in 1895-96, 
2'1 millions in 1905-06, 2.9 millions in 1915-16, 2'9 millions in 
1915-16 and 2*5 millions in 1919-20. The loss of these oattle 
during the famine of 1918, was enormous, and in certain dis¬ 
tricts simply disastrous. The result has been an unprecedented 
scarcity and dearness of milk and ghee, and prices even in 
normal years are higher than those of famine times in the 
past. The problem of the preservation and improvement of cattle 
is of the greatest economic importance. Dearness of milk must 
produce physical deterioration and infant mortality, and the 
question of fodder supplies which is connected with it, must 

be jajtgn in head immediately. _ 

1 The Awakening of India, y«g«a 1T7-78. 
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The substitution of tea for the more wholesome bread 
and milk as food, cannot, however, be recommended and the 
prevalence of the tea habit is to be deprecated on this ground^ 
The place of an adequate quantity of cheap, wholesome# 
food of the old kind, cannot be taken by drinks and 
foods of the modern fashion without detriment to the healtM 
of consumers. £And many are martyrs to tea and coffeel 
and, therefore, ftrdyspepsia and other diseases. The habit 
of consuming liquor is, again, on the increase and unfortu¬ 
nately it is shown as a sign of material prosperity. Among 
the lower classes, particularly in towns, drinking prevails 
to a large extent.^ The introduction of money economy 
is placing money in the hands of workmen who ari 
tempted to spend a large portion of their earnings on liquors 
and other intoxicants. The war, which brought temporary! 
prosperity to the working classes, encouraged drinking to ant 
appreciable extent. And the time seems to have arrived for the! 
State to control and check the consumption of intoxicants. 

The two chief religions of India, Hinduism and Islam, have 
condemned drink and yet the lower classes are taking more\ 
and more to it. Several workmen drink away a large part of 
their wages and make themselves and their families miserable. 
In the Punjab, for instance, we are told that “ among all classes 
the increased means have not been accompanied by a propor¬ 
tionate development of the rational enjoyment of leisure. The 
Jat, if his religion does not forbid him, spends more time with 
the bottle and too many find in the excitement of the law 
courts their only relaxation. ° This is an illustration of tHe 
spread of the evil of drink throughout the whole country; and 
the efforts of temperance reformers have clearly not produced 
•any appreciable effect. 

In the second chapter of this book, an attempt has been 
made to give an idea of the Indian out-look on life and on the 
material world. There we have referred to the effect of the 
contact of modern Western civilization with the culture and 
social organization of India. The economic, social and poli¬ 
tical evolution which began 150 years ago, is rapidly proceed¬ 
ing and the pace of the progress has been recently quickened, 
/Therp i s a steady appr oximation to European ideals, in dress* 
imanners pnd lnsti'InArma, and the goal of progress is believed 
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/to lie in the clothing of Indian spirit in the garb of modem 
ysivilizat^on. V,J)ramatio performances, cinemas, liquor shops, 
gambling and vices of all kinds absorb a large portion of the 
earnings of labourers and traders in towns\ and extravagance 
of the worst sort is seen to eat as a canker into the vitals of 
the rich and also the lower middle and lower classes. The 
mass of the population in India has not yet experienced the 
full effects of the impact of the two civilizations, though the 
reaction of the new forces on the people in the economic, 
political and social spheres in clearly visible.^ Changes in 
'production and distribution have been described in the earlier 
Chapters; and those in consumption are noticed in the present 
Chapter. 

310* The Masses and Consumption Indian cultiva¬ 
tors and handicraftsmen have struck observers as people of sim¬ 
ple habits, sober, contented and God-fearing. But their thrift¬ 
lessness and extravagance in marriage ceremonies and funerals 
have attracted a good deal of attention as also their fondness for 
ornament; and these are often exaggerated. The truth is that 

“The results of the commission’s inquiries show that undue prominence 
has been given to the expenditure on marriage and other festivals as a cause 
of the rayat’s indebtedness. The expenditure on such occasions may undoubt¬ 
edly be called extravagant when compared with the rayat’s means, but the 
occasions occur seldom, and probably in a course of years the total sum spent 
in this way by any rayat is not largor than a man in his position is justified 

in spending on social and d omestic pleasures.The suras usually spent on 

these occasions have probably beeu over-estimated, or the operation of other 
causes in producing debt lias been overlooked by the officers who have attri¬ 
buted the rayat’s burdens so larglv to this cause.”—Report of the Deccan 
Riots Commission. 

Mr. Datta says in his Report on High Pricest—“The Indian cultivator is, 
as a rule, thriftless and extravagant and much addicted to litigation. Ho 
lacks that business education which leads the rayat to restrain his tendency 
to borrow and which enables him to calculate the result of expenditure 
whether on improvements or otherwise.” 

the mass of the people in India have all the weak and the strong 
points of a predominantly agricultural and industrially back* 
ward population. Western civil brings with it. its draw¬ 

bac ks as well as its conveniences and c omforts. It is by a 
TjalAhuy uf lliroFBSSTprogress i^ to be estimated here. If by ex- 
travagance is meant individual or family expenditure far in 
«xcess of the income, leading inevitably to indebtdeneas and 
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dependence, there is extravagance of a sort in these matters 
among all classes of the community, and debts contracted fo r 
social and religious purposes are not regarded as something 
undesirable, while the debts entailed by economic conditions, are 
unavoidable?) Custom requires that so much shall be spent on- 
festive and mournful occasions, and to most people custom! 
is an irresistible tyrant who takes a heavy toll of his victims] 
Dowries must be paid and caste men must be fed even at the( 
risk of utter ruin. Nature plays her pranks and conspires with 
man to bring about his downfall^ A strong faith in luck or 
Providence and fatalism reconcile people to their fate and this 
explains the apparent contentment of the mass of the popula¬ 
tion with their poverty and misery.^ 

Social reformers have been crying against this evil for years 
in vain. (And it affects the high and middle classes as much as 
the massaK But it is the last who suffer most. Factory la¬ 
bourers and artisans ar8 no less free from indebtedness than 
cultivatorsNbut there are a few thrifty people in all the strata 
of society and the saving habit has to be inculcated and streng¬ 
thened. ^Wages earned and saved in towns are remitted to vil¬ 
lages to support families on the landA It is an interesting phe¬ 
nomenon that people migrate from rhe district to towns for 
earning a living as factory workers, domestic servants, petty 
traders &c. and they remit home their savings with yhinh naw 
. . Ift mia d .a t GBart y is a n d old p r ap s rfry -ia. r a pa i a o d . An 

analysis of the population of Bombay city reveals the interest¬ 
ing fact that about a fourth of it consists of immigrant^ from 
the Deccan districts.£The temptations of town life are too strong 
to be resisted and leacl the otherwise simple workman into paths 
of evil living. The social reform movement has not yet touch- 
ad the lower classes, and it is they among whom it must spread^ 
We have already referred to the indebtedness and poverty <3i 
the rayats; and everything which will make their lives bright¬ 
er, give them sufficient food, shelter and clothing and raise 
them physically, morally and intellectually, must be attempt¬ 
ed by those who are interested in the uplift of the nation. 
To-day, they are drifting, not knowing whither. Bural pasts 
are changing but slowly so far as consumption of wealth is 
concerned. 
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311* Villager’s Life ;—The life of the villager is of the 
simplest kind. Bread of Bajri and jwari, or of Wheat in North¬ 
ern India, and Rioe in Western and Southern India, accompani¬ 
ed by a small quantity of vegetable forms the common dietary* 
Cloth ing is rough and cheap in the case both of men and women 
anil according to Western ideas, insufficient When a potential 
labourer first leaves his village home in the konkan, he is 
almost in a state of nature except for the small loin cloth and 
catches the fashion of the dhoti and the shirt in the town 
where nude simplicity is not appreciated. The houses have 
mud walls and thatched roofs and are kept clean, though ideas 
(of personal hygeine and general cleanliness, are at a discount 
jamong the lower classes, fa few t rinkets an d holid a y-el e th e a 
to be^ worn_?n_s^§i^ their luxuries. 

Most the village people and many workers in town, are sunk 
^in chronic indebtedness and unless and until they earn more 
and learn thrift, it is hopeless to expect much improvement in 
their condition. The standard of life of people of the highest 
castes among Hindus and among townspeople generally, is 
higher, and is characterized by simple prosperity. They are 
better housed, clothed and fed. 


The condition of the depressed classes is everywhere shame* 
ptlly deplorable. These people have to live on the outskirts 
of villages and towns and they are really outcasts. Their houses 
land general surroundings are dirty and their habits are filthy. 
Manu and other Hindu lawgivers and the Mahabharata have 
described the origin of the people of the untouchable classes, the 
dirty occupations they must follow and the wretched food they 
must eat. For two thousand years these classes have been living 
what is hardly a human life. Even to-day they are not allowed, 
in southern India, to walk through the streets and their shadoy 
is pollution to caste people. The uplift of these classes is now 
being taken up as an urgent national problem and strenuous 
and sustained efforts alone will solve it. The labouring popu|&? 
tion in towns is fast changing its habits and customs and thl^ 
change is very slowly permeating the country side where 
kerosene, corrugated iron sheets, glass and ohinaware, oheap 
ampware, matches, cigarettes, soap, tea and toys are being 
introduced into common use. 
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The Indian cultivator or labourer cannot be oompared to 
the farmer or workman in the West in the matter of wages and 
the standard of life. They are so unlike each other. (The aver¬ 
age income of an Amerioan working man’s family is calculated 
at Rs. 2,248'; 42 per cent, of whioh is spent on food and a large 
percentage is used in buying comforts. The average inoome per 
family in the Deccan village of Dr. Mann’s inquiry, is only Rs. 
218 and it appears that 70 per cent, of this is spent on - food and 
above 22 per cent, on clothing^ He concludes:—“The people in 
the most sound position are those with small families, with 
few children, with much land and with few debts- Only 8}^ per 
cent, families are able to mantain themselves on the land alone, 
27 per cent, on land plus outside, labour and the remainder appear 
to be unable at present to reach the standard of maintenance 
which they themselves set up.”^ 

312. Variety In Consurfiptio n General izAtiona about 
the methods and amounts of consumption in India, will not be 
true to faots. The extensive?variety we have in climate, soil, 
race, religion, culture and earning oapaoities in the different 
parts of the country, has created different modes of dress, 
dwelling, food &c. which are simply bewildering. Contact 
with one another, brought about by improved means of com¬ 
munication, is rapidly tending to assimilation, by provinces 
and districts, of the ways of life of their neighbours. This 
growing uniformity must, however, be limited by variety, 
fixed in the nature of things. The inhabitants of the Punja b 
are compelled by their oold climate to wear woollen olot^ing 
and construct their houses so as afford sufficient protection 
against it. The clothing of the people of the southern pro¬ 
vinces is the scantiest, and is made of oottocfrs The food that 
the inhabitants of any part of the country eat, is mostly 
determined by the and nrndt|^a of its fields , and 

hence wheat, jawar, bajri and rice have become staple foods 
in different provinces. These food-grains are comparatively 
cheap in the provinces where they are produced and oonsumed 
in the bulk. 

(Th e shape and style of houses are governed very largely 
by tEe olimate and the building materials that are readily' 
available. Hence the variety of stone, brioks, mud, tlmbttrr 
bamboos etc. used in the construction of dwellings. Heavy 
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rainfall xsauiraa JupftjttgwUMJtiad oj mfing . earthen tiles or 
stone work. Mud roofing is enough in districts where the rainfall 
is small in quantity. 1 Proximity to forests makes oheap timber 
available and the abundance of certain kinds of thatching 
material fixes the style of roofs. -Differences of race and 
religion also nlav their part, as munh-aathe natural conditions, in 
fixing the nature of the consumption of people and'the factors of 
ignorance and intelligence must also not be ignored. Thus are 
accounted for the varieties witnessed among the people of the 
Punjab and Bengal, of Bombay and Madras in respect of the 
kind of wealth they consume and their methods of consumption. 3 
The internal variety in each province and looality is, of course, 
to be attributed to the eoonomic condition of different places 
and classes with reference to their trade and their industries. 
Dictates of religion and custom have had a powerful influence 
in regulating consumption as also the degree of the security 
of life and property enjoye d. " “ ' '■ ' "" ” ' 

The ease with whioh goods can be transported from one 
part of the country to another by means of the railways, is 

breaking down provincial isolation and bringing about uiTP 
..”. . > , r_ 

1 n Clothing and the atructr.ro of. Uic people’s dwellings also vary in like 
manner, being partly determined by the requirements of the climate, partly 
by the nature of the materials available. In Afghanistan woollen fabrics 
and sheep skins arc in general use, aud the former are much worn also in the 
Punjab in the cold season by those who can afford them, while the poorer clas¬ 
ses wear clothes padded with cotton wool. Cotton fabrics of varying texture 
are the ordinary clothing of all classes in India, and silks are very much worn 
in Assam aud Burma; but the least civilized tribes of Chutia Nagpur, of the 
hills of Assam and Eastern Bengal, and the natives of the Andaman Islands, 
are able to exist with the smallest possible amount of clothing habitually worn 
by any of the human race.”—Macmillan’s Geography of India. 

2. The curious may read with interest the account given in his Ayeen 
Akbary by Abul Fazal, of the food, houses, dresses &e. of. the subjects of the 
Emperor in the different subbas. Speaking of Bengal, be says:—” The food 
of the inhabitants is for the most part fish and rice; wheat and barley not being 
esteemed wholesome here. Great numbers of men and women go quite naked, 
except covering for the loins. In this countrywomen are allowed to transact 
business in public” . Concerning Orissa, ho writos:— 41 The periodical rains 
continue during eight months; and they have three months of winter, and only 
one month that is very hot. Rice is cultivated here in great abundance. The 
inhabitants live upon vice, dsh and vegetables. After boiling the rice, they 
steep it in cold water and eat it the second day. n 
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« formity. Cloth, sugar, matches, cigarettes, hardware, soap, 
\apparel, kerosene, paper, glass, umbrellas &c. which are import¬ 
ed from abroad, are evenly distributed by the railways all over 
the country for common consumption; and the imitation of 
western dress and furniture and a spirit of common Indian 
nationality, are producing the same results. Religious and 
caste prejudices are steadily giving way before the advance of 
^western civilization in the country. European styles of housing, 

I furniture and dress are being copied everywhere on an 
\ increasing scale. Shirts, boots, collars, chairs, tables, cups, 

I saucers, spoons, bottles are familiar objects all over the country. 

I Houses of the new rich, in particular, are European through and 
\ through though the social manners have not been yet radically 
\ changed. This evolutionary process is permeating the lower 
) strata of society; and the ‘ Khadar 9 movement is apparently 
^powerless to stem the tide. 

313. Saving and Investment :—Frequent references 
have been made in previous Chapters to the condition of 
credit in India, the indebtedness of the mass of people, 
banking facilities, the spread of the co-operative movement 
and investments in Government loans. How far the banking 
habit is spreading in the country, it is difficult to gauge 
with any pretensions to accuracy. Our evidence in the mattar 
H consists of the deposits in the joint stock ,gnd* Postal savings 
banks, the contributions of people to the loans floated by Gov¬ 
ernment and the progress of co-operative credit; and it points 
to a steady improvement in the desired direction. The 
numerous new industrial joint stock companies which have 
Jome into existence, leave no doubt about the popular ten¬ 
dency towards saving and investment but the share of the 
jommon people in this movement is probably smaj^ It is 
mostly the classes who were accustomed to saving ana whose 
earnings left a large margin to be invested, that have 
participated in the new investments. 

The ignorance of the mass of the people and the 
formalities that have to be gone through by the investors in 
purchasing securities and in oolleoting interest are a serious 
obstacle that hampers investment. Government is fully 
alive to this and has been simplifying the procedure 
connected with investments in its loans. But even then the 
84 
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educated and the intelligent classes alone oan take advantage 
of the facilities. The cash certificates, for example, brought to- 
the State a decent amount of money but the pressure of 
persuation that was exerted under the stress of war conditions, 
did not produoe desirable effectsQleveral people who bought the 
certificate, which really represented a very good investment, did 
not understand the nature of the transaction and thought it was 
a kind of a war contribution to Government and they are report¬ 
ed to have disposed of them even at a loss though they were 
readily encashablO The activities of the Post Offioe savings 
banks must be extended and joint stock banks also must give 
facilities to customers to attract deposits. The importance of 
such facilities has come to be appreciated and investors are 
assisted to save and put money into Government loans. 

In his speech introducing the financial statement for 
1919-20, the Finance Member explained what Government had 
done and intended to do to attract the small investor and fria 
ffitle hoa rd to ity loftna. He pointed out that whereas in the 
T91? loan , the number of investors excluding 
cash certificates, was 1,55,103, in the loan of 1918 , the number 
of subscribers was no less than 2^7.706 and observed that it 
was clearly of the highest importance that every effort should be 
made to retain and if possible to increase the new clientele and 
to foster the seed which had been sown. Among the advantages of 
the gradual spread throughout the country of a habit of 
investment, he pointed to the diversion to fruitful purposes 
of India s sterile hoard of the preolous metals to the mutual 
benefit of the individual and the State. Habits of economical 
consumption have to be spread among the mass of the people 
and the advantages of foresight and of providing for the future 
have to be impressed upon their minds. 

3W. Charity Much of the traditional and present day 
Siarity in India^uses avoidable aagtfc The instinot of 
pity for the poor and the distressed and of veneration for 
Jlftft l X ling a mM ufr t y, which is guided and strengthened by Iffl 
d l* n religions and custom^ often leads to extravagant and 
w asteful, m ethods of qfraritv. Help whioh ought to be given 
%o the truly deserving, is frittered away on sturdy beggars and 
habitual idlers. An Indian's conscience will not allow him to 
turn away a beggar from his door ; and tramps and able*bodie<7 
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nrofaHaional mendicAnta-talfo advantage of this attitude of mind. 
P'aupers who cannot work for a living, helpless widows and 
orphans, the blind and the cripples must all be supported by the 
community, and individual and oolleotive charity has been doing 
this work. Individual and family responsibility for oharity of 
this description which has been well recognized in India, has 
obviated a State organization for the purpose. And wit hin re-- 
cent years, hospitals and orphanages have been founded by pi- 
ous people for the relief of distress. 

The Hindu joint family—a survival of the partiarchal 
form of the family-is a co-operative institution and maintains 
the young, the aged and the weak members. But that institu¬ 
tion is rapidly falling to pieces before the growth and spread of 
individualism. The advantages and disadvantages of the 
joint family, we have referred to already. TVery often it serves 
as an ef&oient instrument of production; offt in distribution, 
it fails to give satisfaction and the family becomes a hive in 
which the workers and the drones quarrel. In consumption, 
the joint family is economical and i6 a great help to the aged 
and the weak and exhibits its usefulness in a most conspicuous 
manner. \ It is not impossible to combine individualism with 
the famify instinct; and relatives in difficulties and distress 
may be taken care of by members of a divided family who are 
in a position to do so. 


That the organization of Indian r eligious and charitable 
endowments is pot satisfactory , has now dome to be widely 
recognized and the question of placing these on a sound foot¬ 
ing has been discussed by our legislatures. It is admitted that 
religious and oharitable trusts are being abused and badly 


manage^ and that they do not carry out the objeets of the 
original donors. Soma hesitate to alloy State interference in 
such matters ; but without striot outside conKoTexirctretrSn 
behalf of tlie whole community, the existing abuses are not 
likely to be corrected. Beggars in India have become a nuis¬ 
ance and the problem of dealing with them has attracted a 
good deal of public attention. Muoh can be done in this re¬ 
gard by individuals who must refuse to enoourage idleness 
and vagrancy. True oharity. enjoined bv religion, cannot mean 
the support of beggars who will not work for an honest living. 
Communal p»hH» OEgaaizatkuaa miif t take the place of 
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i4he individual charity which does not serve much useful 
^purpose. Beggars, especially sturdy mendicants, become a nuis¬ 
ance and have to be strongly discouraged. The beggar pro¬ 
blem is acute in cities, e. g. Bombay, and a solution for it is 
emg attempted. To hfl fthl*4n l ive without working jq ^hiain 
a lving, appears to certain persons and castes as a hereditary 
or ind vidual privilege; and mendioanoy and charity, under 
e circumstances, have a detrimental effeot upon production. 

. Simplicity and Luxury: —As consumption is the 

principal aim and destination of all production, exohange and 
istribution of wealth, it is needless to add, its nature, size and 
methods are intimately related to the whole economic life of 
man .’ individual and social. ^No rapid economic progress, 
particularly along western lines, it is stated, is possible in 
n ia because the people’s outlook on life is so narrow, their 
wants are so few and their tastes are so simple.X If you are 
contented with a little quantity of rice and salt for food, a 
e clothing to cover your bodies and a rude cottage to protect 
you from, the sun the cold and the rain, where is the scope for 
ln development ? It is useless to expect India to make 

rapid economic progress, we are told, so long as the average 
standard of living is low as compared with that of western 
people. ^ This question of the Indian attitude on the material 
worlc^ we have dealt with in some detail already, and it is not 
necessary to do more than refer in passing to what has been 
said on the subject. Nevertheless, one or two things require 
mention in this place. 

/Firstly, the standard of life is not something that is more 
or ress permanently fixed. It rises or falls with prevailing 
economic conditions and ideas, and changes with times and 
circumstances. It likewise varies with different classes inn 
the community A and among them also it is not absolutely 
unalterable. ✓ Tnere is at any given time, in any given class or 
society, a tacit understanding that material goods of a certain 
quantity and quality are essential for satisfaction and oomfort. 
Contentment is a condition of the mind^ and without the use 
of certain objects, absolute necessaries and conventional 
accessaries, if not luxuries also, an individual will not feel 
bappy. <JThe primary physical wants are inexorable and must 
e satisfied at any cost^and it is the above sooial convention 
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that is the prineipal foroe that drives ambition on to competition 
and enterprise. C M an is by nature imitative, and effort to oopy 
new methods of wealth consumption alters the standard of life.* 
Secondly, therefore, it must be noted that the standard of living 
tin India has ohanged from time to time. The effect of Mahome- 
dan conquest and of the contaot with Muslim civilization, on 
Hindus, for example, was not small during the 16th and 17th 
centuries. Indian modes of life have thus undergone con¬ 
tinuous change, andVthesamejjhenomenon is visible at the- 
present moment, under the influence of western civilization!^ 

^Thirdly, it is a pure delusion to suppose that the Indian 


people as a whole, were at any time in their history, a community 
of Sanyasis shunning, as a matter of principle, all material 
enjoyment, or a set of rural folk not knowing and oaring for the 
luxuries of urban life. Evidence of history dearly shows that 
Indian society always had its fashions and conventional modes 
of living which had to be conformed to.\^Fourthly, there is an¬ 
other delusion, whioh is the reverse 7n tEe above and must be 
similarly disposed of, and it is this that the common mass of 
the people have fallen off from a higher standard of living dur¬ 
ing the last one hundred yearsA The material nr naBsritv-of 
the pas t was not and could not oe the prosperity of the lower 
strata of society. It was naturally cflTlf Mghnr 

warrior and landholding < gl£gggp who had opportunities to 
amass wealth, to command the servioes of others and procure 
luxuries and comforts. These had servants and retainers, slaves 
and serfs, like the European barons of old, and the lot of fop 
masses could not have been happy according to our present 
standard^ Land was, however, abundant and such food, 
clothing and shelter as the people required, was not diffi¬ 
cult to obtain. There is doubtless deterioration in this regard 
in existing conditionsj^mt there is the counterbalancing factor 
that opportunities-are being opened to all classes to improve 
their condition and share in the general rise of the standard 
of living^ 

{Indian ideas of what are neoessaries and comforts, are also 
fast*bhanging, and new standards are being established among 
all olasses and ranks in the community. Indian poverty and 
prosperity are being judged and will, in a larger measure, be 
judged by these new standards.^ The prov erbial simplicity ol 
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/India is by no means opposed to the ohanging standard. An 
I increase in the number and a ohange in the nature of wants, 
- must not be regarded as incompatible with the spirit of 
renunciation and simplioityN The lives of some of the greatest 
of Indians and of certain classes in the community, are a proof 
of the truth of this statement. Renunoiation has ever been 
venerated and simplicity ^has been praised in India. But 
simplicity is relative, and no particular standard exists to judge 
it. }(£mitation of western manners and modes of life is indeed 
proving wasteful and embarrassing to persons who have been 
victims of theftxfernal s of European civilization, and the correct¬ 
ive influence ot‘"’ 6T<1 Indian ideals is necessary in such cases. 

( Economical methods of production and consumption must not 
be discarded beoause they are foreign; but they must not be 
adopted when they are likely to become a handicap in life. 
iThe position in India to-day is that the large mass of the 
/population falls short of even the accepted traditional Indian 
standard in consumption of wealth, and is of oourse far away 
^from the new standard. 

Changes in the methods of wealth distribution are reacting 
upon the methods of consumption and on the standard of liv¬ 
ing. The substitution of oontract for status and of modern 
systems of production and exchange for the customary organi¬ 
zation. is bound to produce a radical effect upon consumption. 
The new opportunities for saving and investing are being avail¬ 
ed of, and life insurance and provident funds are becoming 
common among the higher and the middle classes. But it is 
the lower classes that have not been able to catch up in the 
race, and works of public improvement have not yet reaohed 
them so as to ameliorate their condition. Their lot is wretched 
and though they are untouched by the evils of western tastes 
and civilization, they have still to oover a long distance to 
share in the advantages of material progress. 

1/ 31t>. Conclusion :•—(1) The standard of living of the mass 
of the population is very low, their productive oapaoity and 
purchasing power being small. In the interior parts of the 
•country where the bulk of the people live, conditions in the 
matter of housing, sanitation, food, olothing &c. are unsatis¬ 
factory. The total food supply of the country la inadequate. 
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( 2 ) Rising prioes have benefited & few land-holders, and 
several manufacturers, but a large portion of the oultivating 
classes and agricultural labourers have but little benefited by 
them. The position of merchants* manufacturers, money-lenders 
and of the urban population of the higher and the upper middle 
classes, is better. But wages, except in a few instances, have 
not risen in proportion so the higher prices of the necessaries of 
life ; and the lot of those who have fixed incomes is, of course, 
hard. Prioes have been fast declining, all over the world, from 
the high leVel of war times, and this will mean considerable 
relief to many in India. 

( 3 ) The consumption of imported foreign articles is fast 
spreading in urban areas and new tastes and changing habits 
bespeak a slow social evolution which is in progress in the 
country. But people living in cottages are but slightly affected 
by these influences and continue to lead plain rural lives. 

( 4 ) Chronic indebtedness is a serious drawback in the posi¬ 
tion of the cultivating and the working classes generally and 
materially curtails their power of production and consumption. 

(5) The evil of drink is unfortunately widespread and is 
responsible for a good deal of misery suffered by the lower 
classes. 

(6) The peculiar customs of the people which entail heavy 
expenditure on religious rites and social functions, on weddings 
and funerals &c. entrench upon their small incomes and often 
drive them into indebtedness and misery. 

(7) Another evil to which referernce must be made, is 
litigation. Disputes about land and money dealings are a 
potent cause of ruin to cultivators, craftsmen and labourers. 
The average number of civil suits iustituted in British India is 
20^6 lakhs, and in 1913, involved a money value of more than 
Rs. 42 crores. Fifty five per cent, of the suits instituted in 1913, 
were for amounts not exceeding Rs- 50* and 95 per cent, of the 
whole number were for sums not exceeding Rs. 500. The dis¬ 
putes involve a lot of expenditure to litigants ; and cheap jus¬ 
tice, by means of the institution of punchayats and otherwise, 
seems to be necessary. Factiousness is a common feature of 
village life and modern administration of justice is very costly. 

( 8 ) The joint family system is an important economic 
factor, and an average Indian family is an association for 
consumption as well as for production. Partitions of real pro¬ 
perty are indeed common and usually render production ineffi¬ 
cient. The joint family system has its advantages and draw¬ 
backs. It renders living economical and conduces to the protec¬ 
tion of the weak and the aged. But it likewise chills enterprise 
and puts a premium on idleness. Bickerings among the mem¬ 
bers of a joint family are normal and tbeir life is rendered un¬ 
happy. 
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(9) The instinot of charity is strong in India, and owing to 
the prevalence of private, individual charity, the need of the 
poor law does not exist. Orphanages, hospitals and other in* 
stitutions for the relief of the weak, the helpless and the suffer¬ 
ing, have indeed come into existance, and there is immense scope 
and extensive need for their increase and development. The pro¬ 
blem of sturdy beggars and .mendicants who consume without 
making any contribution, direot or indirect, to the production 
of communal wealth, is urgent in India. There is waste of 
consumption going on in this direction which must be control¬ 
led and reduced. Charity must be diverted to more useful 
channels conformably to the needs of national progress. 

(10) Luxuries of a sort, people of all classes will always 
require. But wasteful luxuries indulged in by the higher 
classes must be curtailed if the people in the low strata of 
society are to have the means of a decent existence. The 
earnings of the latter will have to inorease so that they may 
command the necessaries of life in adequate quantities. Rail¬ 
ways, steamships, the post office, the telegraph and other agen¬ 
cies of modern civilization are slowly bringing new conveniences 
and comforts within the reach even of the poor. But it has 
been stated above that from the point of view of consumption, 
there is no real and substantial improvement in the lot of the 
lower olasses of society, particularly of the rural population. 

(11) The rude rural plenty of the olden times, no doubt varied 
by frequent scarcity, .has been now replaced by a uniform 
shortage of food stuffs and high prices. Cheap food of a better 
quality must be made available to the middle and lower olasses. 
Sanitary dwellings, nourishing food at cheap' prices, ample 
supply of pure water, improved sanitation and decent clothing, 
are the needs of the urban and rural population. The lack of 
these cannot be compensated by the consumption of the so- 
called luxuries. 

(12) The average income per head of the population is low 
to a degree and is not sufficient to afford the means of a healthy 
and comfortable living. The extravagance spoken of in 
connection with the Indian masses, must, therefore, be 
understood in a comparative and limited sense. There is 
yet much room for thrift even here and with proper oarea 
small income may be made to go a long way and much waste 
may be avoided. Saving and useful expenditure must be 
encouraged and the spread of education is calculated to bring 
about a good deal of improvement in this respect. 
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Report of the Indian Fiscal Commission, 
(1921-22.) 

Questions relating to the right fiscal policy for India, 
Indian fiscal autonomy and Imperial Preference, have been 
disoussed at considerable length in the body of this volume. 
The Indian Fiscal Commission has dealt exhaustively with this 
whole problem, and its^Report was published towards the close 
of September. As we suggested in the Chapter on Commercial 
Policy, complete unanimity among the members of the Com¬ 
mission was not possible, a ndLa minority of A va. imdiidf ng ^ 
President, has appended to the Report, a Dissenting Minute 
emphasising their points of difference with the majority The 
dissent has caused surprise to some, among them being members 
of the Commission, who think that a unanimous report could 
and should have been sent forward—and had in fact been 
prepared after a good deal of discussion, and that the dissent is 
nothing more than an after-thought so far as the main recom¬ 
mendation is concerned and only a supplementary explanatory 
note in other respects. We felt it would be instructive to our 
readers if we gave a brief summary of the recommendations and 
views of the majority and the dissenting minority with the 
objeot of bringing out clearly the main lines of fiscal policy 
chalked out by the Commission and the specific points stressed 
by the dissenting minority. First of all, we extract a summary 
of the recommendations of the Commission as given in its 
Report:— 

REFERENCE. 

“To examine with reference to all the interests concerned 
the Tariff policy of the Government of India, including the 
question of the desirability of adopting the principle of 
Imperial Preference, and to make recommendations”. 

PRELIMINARY CONCLUSIONS. 

That the*industrial development of India has not beeit' 
commensurate’with the size of the country, its population, and 
85 
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its natural resources, and that a considerable development of 
Indian industries would be very much to the advantage of the 
country as a whole. 

PRINCIPAL RECOMMENDATIONS. 

(a) That the Government of India adopt a policy of 
Protection to be applied with discrimination along 
the lines indicated in this Report* 

/(b) That discrimination be exercised in the selection of 
industries for protection, and in the degree of 
protection afforded, so as to make the inevitable 
burden on the community as light as is consistent 
with the due development of industries. 

(c) That the Tariff Board in dealing with claims for 
protection satisfy itself; 

(1) That the industry possesses natural advan¬ 
tages ; 

(2) That without the help of protection it is not 

likely to develop at all, or not so rapidly as is 
desirable ; 

AND 

<3) That it will eventually be able to faoe world 
competition without protection. 

(d ) That raw materials and machinery be ordinarily 
admitted free of duty, and that semi-manufactured 
goods used in Indian industries be taxed as lightly 
as possible. 

(e) That industries essential for purposes of National 
Defence, and for the development of which condi¬ 
tions in India are not unfavourable, be adequately 
protected if necessary. 

(J) That no export duties be ordinarily imposed except 
for purely revenue purposes, and then only at very 
low rates but that when it is considered necessary 
to restrict the export of food grains, the restriction 
be effected by temporary export duties and not by 
prohibition. 

2, That a permanent Tariff Board be created whose duties 
will be, inter alia , to investigate the claims of 
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particular industries to protection to watch the 
operation of the Tariff, and generally to advise 
Government and the Legislature in carrying out 
the policy indicated above. 

jj. (a) That no general system of Imperial Preference be 
introduced ; but. 

(b ) That the question of adopting a policy of preferen¬ 
tial duties on a limited number of commodities be 
referred to the Indian Legislature after preliminary 
examination on the several cases by the Tariff 
Board. 

(c) That if the above policy be adopted, its application 
be governed by the following principles :— 

(1) That no preference be granted on any article 
without the approval of the Legislature. 

(2) That no preference given in any way diminish 
the protection required by Indian*i n dustries. 

(3) That preference do not involve on balance any 

appreciable economic loss to India. 

(d) That any preference which it may be found possible 
to give to the United Kingdom be granted as a free 
gift. 

(e) That in the case of the other parts of the Empire 
preference be granted only by agreements mutually 
advantageous. 

4L That the existing Cotton Excise Duty in view of its 
past history and associations be unreservedly 
condemned, and that Government and the Legisla¬ 
ture start again with a “ clean slate” regulating 
their excise policy solely in the interests of India. 

SUBSIDIARY RECOMMENDATIONS. 

5. That the proviso to Section 20 of the Sea Customs 

Act be repealed, and flhak C^ ptoms Du ty he ppcjina- ^ 
rily le vie d on jgoQ ds-belQUging 

6. That difficulties in the shape of shipping rebates or 

unfair advantages like dumping, depreciated ex¬ 
changes, bounty-fed imports from abroad, be inves¬ 
tigated and, where poessible, removed. 



676 


INDIAN ECONOMICS. 


7. That industrial development be promoted by giving 
a more industrial bias to primary eduoation and 
providing opportunities for training apprentices, 
and’organizations for increasing the mobility of 
labour. 

j'fc. That no’obstaoles be raised to the free inflow of foreign 
capital, but that Government monopolies or 
concessions be granted only to companies incorpo¬ 
rated and registered in India with rupee oapital* 
such companies to have a reasonable proportion of 
Indian Directors, and to afford facilities for training 
Indian apprentices. 

9. That the tariff be not ordinarily employed for retalia¬ 

tion, or as a means of aggression. 

10. That the Tariff be elaborated with a view to remove 

ambiguities, and that the system of specific duties 
and tariff valuations be cautiously extended. 

SUMMARY OF VIEWS EMBODIED IN THE REPORT. 

After a few introductory observations, the Report proceeds 
to trace th^ JuatQJg. o f the Indian Tariff from the time of the 
\ Mogul Empire^ In those days customs duties were low, rarely 
^exceeding 5 per oent. Jadvalorem, though there prevailed an 
Elaborate system of (internal transit dues whioh impeded trad e, 
jin the early years 6f the East India Company’s rule, a low 
I tariff was maintained and inland duties were abolished. Until 
1 1 8 AH . gnnd a im p eded in fnm i g^ ghi es ha d t o p ay d oub j^jjqty. 
Af fair that date and until 1859, foreign goods nadto pay that 
penalty irrespectively of the nationality of shipping. Immedi- 
, ately after the Mutiny the tariff was raised, and mlater years, 
ffrarfl % grftdn*! rfl^TTntion. Export duties had been an in- 
tegral part of the fisoal system of the oountry, being generally 
levied at the rate of 3 per oent. advalorem. Improvement of the 
financial position of Government was utilized to lower and 
i finally to abolish the oustoms duties altogether. “ The partial 
abolition of the ootton duties in 1878 and 1879, led on in 1882, 
to the abandonment not only of the remaining ouUfJll ilutisu,. 
but of the whole of the general customs duties, the Government 
of India concluding that the duties still existing caused an 
amount of friotion, sorutiny and interference with trade quite 
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incommensurate with the net revenue they produced.” InJ jjffiX 
the export duty schedule was reduced from 97 items to 9, and 
after 1880 # 3 annas per maund on rice was the only lingering 
duty on exports. “From 1882 to 1894. no import duties were levied 
in India with the exception of the duties on arms and ammunition 
which were retained for administrative purposes, the duties on 
liquors, opium and salt which were complementary tothe 
excise policy, and a duty of Vi anna per gallon on petffflWuF 
which was imposed for revenue purposes in the year 1888.* 
Financial embarrassments forced Government to reimpose a 
low tariff in 1894, and on the pressure of Lancashire, the duty 
,on cotton piece goods was lowered two years later, to SV& per 
cent.; and an equivalent excise duty was levied on Indian 
mill-woven cloth. 

$ 

^ This low revenue tariff remained in force till the outbreak 
of war which necessitated a revision and a considerable 
enhancement of the customs duties. ^jSxport duties too had to 
be revived, to be imposed on jute, tea and hides, and a high 
revenue tariff was found to be financially indispensable even 
after the close of the war. ** It is obvious that the 1922 tariff 
has travelled a long way from the tariff in force before the war.^ 
The general rate of duty is no longer low, and wida breaches 
have been made in the old principle of uniformity. Omitting 
a free list, we have now an important class taxed afr.2V$ Dftr— 
cent., a second important class a \ Kj , and a third at 

30 per cent., while such lar gely consumed commoditie s as 
cotton piece goods, cotton yarn, sugar, petroleum and matches 
in addition to liquors and tobacco are taxed at sneciql f crates ” 
Increasing reliance is being placed upon customs revenue 
which now bears a higher proportion to the total revenue than 
it used to do before. 

The third chapter of the Report Is devoted to a description 
of the economic position in India. An account is given of the 
principal crops and of their exports, and the possibilities of an 
improvement of the yield are indicated. The position with re? 
gard to the manufacturing industries is then reviewed and 
special mention is made of such factors as power resources * 
labour, means of transport, supply of capital and the dimensions 
and distribution of foreign trade. The ge neral conolus iont) 
drawn from the survey of the trade position is that u the UnTEeS 
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^Kingdom still stands easily first among the oountries supplying 
goods to India. She also takes more Indian goods than any 
other single country, though the proportion seems to be 
diminishing. The two next most important oountries in the 
matter of trade relations are the United States and Japan while 
the imports from Jave and the exports to Germany are not 
inconsiderable The general conditions in India are charac¬ 
terised as quite favourable to the steady growth of industries. 

The importance of industrial development forms the sub¬ 
ject of the fourth chapter. The advantages which the establish¬ 
ment and promotion of industries will bring to agrioultue* 
labour, public revenues and to national character, are pointed 
out, and the report goes on to consider the fundamental question 
underlying the fiscal policy of India viz. the choice bet¬ 
ween Free Trade and Protection. The fifth chapter opens 
with a statement of the pros and cons of the Free Trade vs. 
P-mtection controversy , and the Commission lays down the 
conditions under which a policy of protection is justified and 
is calculated, all things considered, to prove beneficial. The 
general principle evolved out of the discussion is then applied 
to the special conditions obtaining in India. The chief question 
that required an answer wa-; whether the industrial development 
universally desired in India could be attained without the 
stimulus of protective duties, and if not, whether the advantage 
to the country arising from this industrial development would 
outweigh the burden which protective duties would impose. 
On a consideration of the different factors involved in the 
problem such as the industrial aptitude of the people, the 
abundant natural resources of the country and the difficulty 
of new industries being able to face outside competition without 
assured Government aid, the Commission came to the conclu¬ 
sion that protection was calculated to bring a very material 
gain to the country in view of the desirability of industrial 
development and the impossibility of its taking place without 
the stimulus of protective duties. The Commission was strongly 
influenced in this connection by their belief thatlthe limits of 
direct taxation had been reached in India and that\he existing 
rates of the Income tax were detrimental to the progress of 
industries, and therefore by Government’s necessity of deriving 
a high revenue from the Tariff. Since 1916, the tariff had 
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become less and less consistent with purely free trade principles. 
Tt gives protection but it does so in the least convenient and 
the least beneficial way. “ It is casual and haphazaxd'^ It 
appeared to the Commission, therefore, that “the necessf^ of 
raising a large revenue from customs duties and the obvious 
inexpediency of ignoring the effect of those duties on the 
industries of the country, must inevitably lead India to the 
adoption of a policy of protection as they led Germany in 
1879 /The disadvatages and the losses of protection are then 
set against the gains.^ The burden on the masses of enhanced 
prices due to protective duties is considered and the loss entail¬ 
ed by protection on the agricultural and the middle classes in 
particular, is given due weight. - This d^ nsr^r of huxdaa 

being thrown on the producer and the consumer, will not b< 
serious, in the opinion of the Commission, if protection is ap> 
plied with discrimination along the lines recommended^ balano- 
ing all the factors of the problem, favourable and otherwise, the | 
Commission comes to the conclusion that the advantage lies! 
heavily on the side of protection, provided it is discriminatelyl 
applied. 

This subject of the disadvantages of protection and the 
need of discrimination, is further considered in chapter VI. 
The danger of political corruption will be overcome by the 
variety of interests represented in the Legislature and the 
proposed preliminary inquiry by an impartial body. The 
proper remedy against a combination of manufacturers will 
have to be devised and applied if and when these dangers, in¬ 
cidental to protection, raise their heads. Very gr ^fr fltifta&JuN 
laid on the principle of discrimination, adoption of which ial 
calculated to restrict the rise of prices, to curtail the period! 
during which the community will have to bear the burden of\ 
protection, to serve the best interests of industries by ensuring \ 
a steady and healthy development and to minimics any adverse ' 
effect on the balance of trade. 

The seventh chapter gives the outlines of the scheme of pro¬ 
tection and draws a clear line of distinction between duties 
levied f ojr purely, revenue purpos es and those fixed on pro¬ 
jectionist principles. ^ The former maV frSVafTbd gCQwdiim 1 T& 
the revenue needs of Government but the latter must be modi¬ 
fied only striotly according to the principles of protection. fUh* 
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flatter have to be enhanced to yield more revenue, the excess 
should be obtained by means of an exoise duty plus an addi¬ 
tional import duty.) The proposed TarrifF Board is to be an 
integral part of the whole scheme of protection, and that body 
must satisfy itself as to certain favourable conditions before it 
may recommend the imposition of protective duties. If pro¬ 
tection given to one industry, affects prejudicially the interests 
of others, an open public inquiry should be made of the whole 
question and the decision should be guided by the principle 
.that ‘j^an industry should receive protection, even if it adversely 
f afiects the development of other industries, provided this results 
in a net economic advantage to the country The rate and 
period of protection, the location and the national and basic 
importance of industries must be carefully considered, and 
^protection by means of bounties may, in certain oases, be found 
preferable, especially when different interests are found to con¬ 
flict with one another^ Raw materials, machinery, coal and 
partly manufactured goods are specifically discussed. The 
question of the import duty on cotton yarn, recently imposed, 
should be considered in all its aspects by the Tariff Board, as it 
involves keen divergence of interests and opinion. 


The principal points in the eighth chapter, which deals with 
supplementary measures required for the development of 
industries, relate to the Railway rates policy and the pr oposed 
Ratea-Ixi bunah improvement of railway facili ties. Inwar jag of, 
[coastal shipping rates, shipping rebates and measures against 
dumping.^ Anti-dumping legislation is recommended after a 
full enquiry by the Tariff Board, The next chapter is devoted 
to a discussion of the general principles governing the impo. 
sition of excise dutie s, and illustrations are taken from the tax- 
systems of foreign countries. The justification and limita¬ 
tions of these duties are stated. (^They are to be ordinarily 
confined to industries concentrated in large factories or 
small areas, to be imposed for checking the consumption 
of ^injurious articles or otherwise to be levied for revenue 
purposes only.\ These principles are applied, in chapter X* 
to the Indian Cotton excise duties. The history of these duties 
is then briefly reviewd, and the story of the selfish agita¬ 
tion of Lancashire against cotton import duties and the Secre¬ 
tary of State for India’s surrender to it, is related in some 
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detail. The strong feeling of resentment in India against the 
exoise, though there is now a difference of 4 per cent, between it 
and the import duty on pieoe goods, is brought out, and it is re¬ 
commended that the Government of India should “ clean the 
slate ” and take action with respect to the absolute repeal or 
retention of the duty, with the consent of the Indian Legislature. 

The question of export dutie s forms the subjeot of the next 
chapter. X fae imposition of th ese duties for protection in depre~ 
cated and it is stated that even for revenue purposesA they 
should be but sparingly use(^ Small cesses are an exception to 
this general rule. A-duty on jute^which is an Ind i an M onopoly, 
is perfectly justifiablerjqn e on raw cotton is not. Export duties 
on tea, rice, whecTr^nd hides are examined on the basis of 
general principles and the abolition of the first of these is 
recommended. The twelfh chapter deals with restrictions on^ 
the export of food grains. In view of the contention that India's 
production of food is insufficient,it is maintained that the real pro¬ 
blem in that connection is one of poverty and prices. Increased 
production is the true remedy, and artificial depression of prices 
will have a detrimental effect on the agricultural industry 
Abnormal conditions may, however, be met by the imposition of 
an export duty. Imperial preference is discussed in the thirteenth^ 
chapter, which begins with a general history of the problem. 
The question is dealt with in all its aspects and particularly with 
reference to India's trade with the Empire (and the conclusio n 
is deduced that the actual and possible gain to India from 
preference is sma ObjaafekuML to Imperial preference are 
examined in detail, such as the fear tha^ may difninisli-jMw- 
t6ction, throw undue burden on the consumer and may affect 
Indian fiscal autonomy^ and the Imperial aspect of the problem 
and the sentiment of Empire are given considerable weight. 
The view thal India can not grant extensive preferences without 
serious loss to herself and without increasing the burden to the 
consumer^ is emphasised. Great stress is, however, laid* 
on the other side, on the services of the United Kingdom, the 
heart of the Empire, in maintaining the vast Commonwealth of 
Nations together and on the importance of India's co-operation 
with the Dominions in helping England to keep up its industri¬ 
al and commercial prosperity so as to be able to defend a 

86 
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strengthen the Empire in the interest of all the constituent parts 
of the organization. The Commission wishes India not to 
" turn her baok on the principles of preference which have been 
adopted in the greater part of the Empire and are rapidly being 
extended to the remainder,” and would not have India standing 
in a position of moral isolation within the Empire. It is stated 
that a free gift of preference from India, howeveer small, will 
be welcomed by the United Kingdom as a gesture of friendship 
and as a proof that India realized her position as a member of 
the Empire. 

The fourteenth ohapter is concerned with the discussion of 
questions relating to the form and appilication of the Tariff and 
examines the comparative advantage of speoifio and ad valorem 
duties. It also suggests various improvements in the existing 
practice in connection therewith. Foreign capital is the subject 
of the next chapter. The advantages to India of the import and 
use of foreign capital are pointed out, particularly for the 
rapid industrial development of the country which is to be 
effected with the help of protection, foreign capital means 
the most up-to-date methods and the newest ideas and its free 
use would accentuate increased industrialization The exist¬ 
ing distrust of foreign capital in India is referred to, and 
various suggestions put forward for the ^restriction, of its use, 
are examined and rejected as ^ impracticable and injurious^ 
Only in the case of Government concessions should stipulation! 
be made with respect to rupee capital, Indian directors and so 
forth.^ It is believed that the psesent prejudice in India against 
foreign capital, will die out and it will be reconized that there is 
enough room for India nand British in the field of industrial 
development in the country. The sixteenth and the seventeenth 
chapters deal with *the relation of Indian States and the 
Tariff and the constitution and functions of the Tariff Board 
respectively. /Rgpresentation of tli fl.-aiflJiflA-n n. thB TWr^ i« 
considered unnecessary, and their interests, it is believed, will 
be suffioieetly guarded by the BoardA An effort is made in the 
brief concluding chapter to remove die inevitable British feel¬ 
ing that the Commission’s reoommendatations are calculated to 
prove detrimental to the industries of the United Kingdom. 
No real confliot of interests exists, it is said, between the two 
countries, and even in the cotton trade and pieoe goods industry 
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British manufacturers will gain rather than lose if India be¬ 
comes more prosperous as a result of a policy of proteotion. 


MINUTE OF DISSENT. 

The signatories of the Dissenting Minute disapprove of 
the halting nature and the apologetic tone of the majority 
report, and would have liked the Commission to make a more 
emphatic, determined and enthusiatic pronouncement* on the 
question of proteotion in accordance with the almost unanimous 
wishes of the Indian people. The reasons which necessitated 
the Minute are given thus :<— 

(a) The main recommendation has been hedged in by 
conditions and provisos which are calculated to impair its 
utility. 

(b) In places the language employed is half-hearted 
and apologetic. 

( c) We are unable to agree with the views of our collea¬ 
gues on Excise, Foreign Capital, Imperial Preference and the 
constitution of the Tariff Board. 

While the majority recommend a policy of protection to be 
applied with discrimination “along the lines of the Report”, 
the dissenting members recommend that/^a policy of protection 
should be adopted in the best interests of*India”. The impor¬ 
tance of discrimination is indeed admitted and the need of 
safeguarding the interests of the consumer is fully recognized. 
There is no difference of opinion as to the desirability of trying 
to attain the object of protection with the minimum of national 
sacrificeA But it is felt that the conditions laid down as go¬ 
verning <ne application of protection, are too stringent such as 
will entail considerable delay and will not produce adequate 
resulst. / Fault is found with the statement of the majority 
that “Inaia for many years to come is likely to concentrate* 
on the simpler forms of manufactured goods” as one that will] 
fetter the discretion of the Government of India and the Indian 
Legislature* An intense policy of industrializaion is, there¬ 
fore, recommended, and immediate steps are to be taken to give 
effect to it. The discrimination that will have to be inevitably 
exercised, may be safely left in the hands of the Government 
and the Legislature. 
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After showing this fundamental difference with the majorty 
report, the dissenting minute prooeeds, in the seoond chapter, 
to discuss the question of KxaiaaPnlioy. The view taken in 
this regard is that/ excise duti es should be restricted to such 
articles as alcohol and tobaooo whieh are regarded as injurious 
to public health and to public morality and the consumption of' 
whioh it is desirable to oheok and to a few luxuries^ This is 
the system adopted in the U.S.A. and the British Colonies. 
The examples of Franoe and Japan, quoted on the other side, 
are examined and shown to be inapplicable to the oase of India.. 
Stress is laid on the fact that England did not impose an excise 
on motor cars though there was a heavy import duty on foreign 
motors during the war. / The burden of an excise duty on 
Indian cloth is shown to be undesirable from the poor con¬ 
sumer’s point of view. \ It is finally said that the exercise of 
discretion by the Legislature in the matter of ootton excise, as 
recommended by the majority, does not arise beoause the policy 
reoommended is unsound in principle and the vote of the 
Assembly has no binding effeot. 

The question of cotton exoise is disoussed at length in the 
third chapter, and very great importance is attached to its 
proper solution. Exception is taken to the recommendation of 
the report that the British Government should announce its 
intention of allowing the Government of India to deoide the 
question of oottonHexcise duties in agreement with the Indian 
Legislature, as casting a doubt on the fiscal freedom conferred 
on India. The dissenting members fail to understand why 
financial difficulties of Government should have been pleaded 
against the repeal of the exoise duty .which was imposed not for 
purpose of revenue but only to satisfy Lancashire, when the 
majority did not hesitate to reoommend the reduction or aboli¬ 
tion of many export duties specifically levied for revenue. If 
there is to be "a clean slate” as suggested by the majority, the 
ootton exoise duty must go, especially as the country unani¬ 
mously demands its abolition. 

In the fourth ohapter, the Minute comes to jjgapasifil 
Preferen ce. and its conclusion with respect to it is that J’lndia, 
cannot acoept the principle until she has attained responsible 
Government and is able to regulate her fisoal polioy by the vote 
of a wholly eleoted legislature.” The question oan become a 
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-matter of praotioal politios when the promised goal of respon¬ 
sible government is reaohed. It may be contended that this 
would mean the indefinite postponement of the application of 
the principle of preference. To this the minority replies that 
it is prepared to recommend that the power of initi ating. 
granting and withdrawing preference should be ve s ted in ttte 
non-offioiaF^m^^bi^~*Qt^h^ ... LeglslatiYe^ '^ise^JJfc!Iy , .""""The 
difficulties involved in the granting of preference to a country, 
from the point of view of a combination among the favoured 
manufacturers and the high non-competitive prices charged to 
the consumers, are pointed out. Objection is taken to the 
majority report pleading for Imperial Preference on the ground, 
amongst others, of great Britain’s sacrifices in maintaining the 
British Navy. The naval defence of the Empire stands on a 
different footing altogether, and no useful purpose is served by 
mixing it up with the question under consideration. Preferen¬ 
tial trade with the Dominions must be considered from a dif¬ 
ferent angle of vision. Unless the claim of Indians to equality 
of status is conceded there can be on reciprocity in trade 
relations with the self-governing Colonies. 

The question of foreign capital is treated in the fifth 
chapter. The distinction drawn by the Majority between 
companies getting Government concessions and establishing 
themselves behind the tariff wall created under a policy of 
protection, is not appreciated. It is pointed out that there is 
really no distinction between Government granting subsidies 
or bounties out of taxation moneys and allowing an industry 
to tax the people directly by means of higher prices resulting 
from protective duties. In both cases it is the people of India 
who have to pay the price either as tax-payers or as consumers 
The fallacy underlying the argument of the Majority that 
‘‘whether the immediate profit goes to a foreign or an India 
capitalist, the main and ultimate end, namely the enrichment 
of the country, will be attained”, is exposed. The confusion 
between loan and ordinary capital made by the Majority ic 

referred to and it is stated that4faa&& wouldi b e nn nbaastion. tc 

foreign capital receiving the advantage of protective dutiec 
provided that suitable conditions are laid down to safeguarc 
the essential interests of India. If the Majority recommendation! 
In this behalf are accepted, it will be open to every foreigne: 
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f to establish industries in this oountry “by means of companies 
incorporated in their own oountry and ourrenoy”. This danger 
did not exist under a policy of free trade, but is bound to 
materialise when the benefit of protective duties is available. 

| Foreign firms may be allowed to be established in India on 
condition that they have rupee capital, that they have a 
reasonable proportion of Indian directors and that proper provi¬ 
sion is made by them for the training of Indian apprentices. 

The sixth chapter considers the constitution of the Tariff 
Board. The Board should consist of three members. The 
chairman should be a trained lawyer of the status of a High 
Court Judge and the two remaining members should be men 
eleoted by the non-official members of the Legisaltive Assembly 
and “men of ability, of integrity and of impartiality”. To the 
three members should be added two assessors representing- 
trade, oommerce and industry and eleoted by the leading 
mercantile ohambers and associations. The Conclusion 
emphasises that no limitations suoh as those hinted in the 
main report, should be plaoed in the path of India’s industrial 
development and that her eoonomic problem, at least after the 
experience of the war, must be examined in a spirit of broad¬ 
minded statesmanship. 
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IMPERIAL BANK OP INDIA. 

(A) 

CONSTITUTED UNDER THE IMPERIAL BANK OF 
INDIA ACT, 1920. 

For the purpose of taking over the undertaking and business of the Bank 
of Bengal, the Bank of Bombay and the Bank of Madras. 

BANKERS TO THE GOVERNMENT OF INDIA. 

Its. 

Authorised Capital, 225,000 shares of Rs. 500 each ... 11,25,00,000 

Paid up Capital, as on 30th June, 1922, 75,000 shares of 
Rs. 500 each— Fully Paid ... 3,75,00,000 

149,884 shares of Re. 500 each— Rs. 122 paid ... 1,87,35,500* 

5,62,35,500 

Reserve Fund as on 30th June, 1922 ... 4,11,82,805 

Reserve Liability of Share-Holders, as on 30th 

June, 1922 ... 5,62,06,500 

MANAGING GOVERNORS. 

Sir Robert Aitken, Kt., Sir Bernard Hunter, Kt. 

LOCAL HEAD OFFICES. 

Calcutta, Bombay, Madras. 

LONDON OFFICE. 

No. 5, Whittington Avenue, E. C.:3. 

Sir Norcot Warren, Manager, 

BRANCHES. 


Akola. 

Amraoti. 

Bombay. 

Akyab. 

Amritsar, 

(Mandvi). 

Agra. 

Bangalore. 

Bombay, (Sandhurst 

Ahmedabad. 

Bassein. 

Road). 

Ahmedabad. 

Bellary. 

Broach. 

City. 

Benares. 

Caleutta, (Clive St.) 

Ahmednagar. 

Berhamput. 

Calcutta (Harrison 

Allahabad. 

Bezwada. 

Road). 

Alleppey. 

Bombay. 

Calcutta (Park Street). 

Amballa. 

(Bycullr,). 

Calicut. 
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Cawnpore. 

Karachi. 

Palacole (sub-outstation 

Chandpore (Pay Office). 

Khandwa. 

to Coconada). 

Chittagong. 

Kumbakonum. 

Patna. 

Coconada, (Out station 

Lahore. 

Peshawar. 

Narsapur). 

Larkana. 

Poona. 

Cochin. 

Lucknow. 

Pona Coity. 

Coimbatore. 

Lyallpur 

Quetta. 

Colombo. 

Madras. (Mount Rd). 

Rajahmandry. 

Cuddalore. 

Madura 

Rajkot. (Kathiawar), 

Cuttack. 

Mandalay. 

Rangoon. 

Dacca. 

Mangalore. 

Rawalpindi. 

Delhi. 

Masulipatam. 

Salem. 

Dhulia. 

Meerut. 

Secunderabad. 

Erode. 

Moulmein. 

Seraigunge. (Pay Office) 

Guntur 

Moradabad. 

Sholapur. 

Hyderabad. (Deccan). 

Multan* 

Simla. 

(Sub-Agency Purbhani). 

Muttra. 

Sukkur. 

Hyderabad. (Sind). 

Muzaffarpur. 

Surat. 

Hubli. 

'.Mymensingh. 

Tellicherry 

Indore. 

Nagpore. 

Trichinopoly 

Jalgaon. 

Narayangunge. 

Trivandrum. 

(East Khandesh). 

Nasik. 

Tuticorin. 

Jalpaiguri. 

Negapatam. 

Vellore. 

Jubulpore. 

Ootacamund. 

Vizianagram. 

Vizagapatam. 


THE IMPERIAL BANK OP INDIA. 

(B) 

Statement of the position of the Imperial Bank \ot India for the week 
ending 22nd Sept. 1922, compared with the last week in lakhs and Decimals:— 


LIABILITIES. 

This Week 

Last Week. 

Subscribed Capital 

1,124-56 

1,124*56 

Capital Paid up 

562-39 

562-39 

Reserve 

411-85 

411-85 

Public Deposits 

1,378,48 

1,467-66 

Other Deposits 

Loans against securities per 

7,288-18 

7,296*54 

contracts 

138-24 

120-72 

Sundries 

71*36 

67*78 

ASSETS. 

• - 


'Government Securities 

Other Authorised securities 

896*19 

960*27 

under the Act 

128*31 

128 31 

Loans 

1,768 78 

1,721-04 
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Cash Credits 

Inland Bills discounted and 

... 

2,531*46 

2,513-90 

Purchased 

Foreign Bills^Discounted 


468*94 

392*48 

and purchased 

• •• 

9-34 

6*61 

Bullion 

• •• 

... 

••• 

Dead stock 

• •• 

246*25 

245-80 

Sundries 

• •• 

29*38 

30-91 

Balance with other Banks 

• •• 

6*36 

20*91 

Cash 

The above balance sheet 

• •• 

3,765*49 

3,966*71 


includes :— 

Deposits in London £ 198,400 
Advance „ £ 1,076,700 

Cash and Balances at 
other Banks in London £ 35,800 
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Gold Standard Reserve. 

£. 


40,140,132 

1,775 


Total 


Details of investments : 

British Treasury Bills 
Guaranteed 2j£ per cent. Stook 
2$ per cent. Consolidated Btook 
Transvaal Govt. 3 p. o. Guaranteed Stook (1923--53) 
Nev/ South Wales 51 p. c. Stook and Bonds, 1922 
National 5 p. c. War Bonds, 1922 
»» i> » v 1923 


10.141,907 


Face Value 
£. 

28,839,000 

438.720 

1,000,000 

1,092,023 

129,000 

6,414,000 

2,750,000 


(on Slat March , 1982.) 

In England:— 

Estimated value on 31st March, 1922 of sterling securities 
of the nominal value of £ 40,662,743 ( as per details 
below.) 

Cash at the Bank of England 


Total 


40,662,745 
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Training, traditional, 97; technical, 
99; 103. 

Usury, condemned by Manu, 514; 

suppression, of 515; Act, 515-517. 
Village labour Organization, 94 ; 
organization of production, 166-172; 
and labourers, 521; life, 663; sanit¬ 
ation, 664; and exchange, 220-221. 

Wacha D. E., on study of Economics, 
10; on free trade and protection, 
277; on railway finance, and 
. separate railway budget, ;604; on 
. land banks, 432; 483. 

Wages, remuneration of labour, 544- 

p545; contrac t,_549; Rise/in and 

causes of rise .of, 553-566; nominal 


| and real, 554-555; wav 4»d, 555 ; 
causes of rise of, 557-558; effect of 
strikes on, 571; Rise in, compared to 
rise in prioes, 579; and efficiency, 
85-86. 

Wattal, Conclusions based by, on the 
Census Report, 76,197; on fecundity 
of marriage, in England and India) 
211-213, 

War, Lessons of, and? nationalism, 
16; and internationalism, 18; and 

I religion, 35 (note); and industrial 
possibilities of India, 66-67; and 
trade, 232; and Imperial trade, 288; 
and currency, 345-347; and exchan- j 
ge, 391-395; 397*402; and profits, 
508-509; and rate of interest, 512; 
518; and labour, 571-573; and Gov¬ 
ernment loans, 626-628; and rail* 
ways, 601; and additional taxation, 
609-610; 612; and prices, 649; and 
standard of living, 655-659. 

Wealth, and welfare, 24-26; Natural 
of India, 59-71; forest 64-65; 
mineral, 65-69; and nature, 81-82; 
production of, 113; 138-182; distri¬ 
bution of, 500-601. 

Wilson, Sir G. F. on Railway finance, 
599; on currency and prices, 649; 
on protection, 282-283; on customs 
revenue, 606. 

Wilson, Mr. James, pronounced land 
revenue as rent, 522; on customs 
duties, 606; introduced first Inaian 
income tax in 1860, 613-614; 639. 
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